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STATE COVERAGE INITIATIVES

TUESDAY, JULY 15, 2008

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HEALTH,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:04 a.m. in
Room 1100, Longworth House Office Building, Hon. Fortney Pete
Stark [Chairman of the Subcommittee] presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON HEALTH

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943
July 08, 2008
HL-27

Chairman Stark Announces a Hearing on State
Coverage Initiatives

House Ways and Means Health Subcommittee Chairman Pete stark (D-CA) an-
nounced today that the Subcommittee on Health will hold a hearing on State Cov-
erage Initiatives. The hearing will take place at 10:00 a.m. on Tuesday, July
15, 2008, in the main committee hearing room, 1100, Longworth House Of-
fice Building.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. However, any individual or organization
not scheduled for an oral appearance may submit a written statement for consider-
ation by the Committee and for inclusion in the printed record of the hearing.

BACKGROUND:

With a growing number of uninsured individuals and limited action on the federal
level, states are tackling health care reform. Several states have attempted to ini-
tiate health care reform to cover significant portions of the uninsured residents in
their states. In the 1970s, Hawaii was the first state to try and achieve universal
health care coverage. More recently, 3 states, Massachusetts, Vermont and Maine,
have enacted universal coverage initiatives.! An additional 14 state Governors and
legislatures have proposed universal coverage. Early results from Massachusetts
have been encouraging, although key challenges remain. Massachusetts has ex-
panded affordable coverage to 355,000 people by establishing new coverage pro-
grams, setting individual affordability standards and penalties to implement an in-
dividual mandate, and launching new requirements for employers. Massachusetts is
offering valuable lessons to other states and the nation.

However, even though a few states are finding the funding and pursuing bold cov-
erage initiatives, the vast majority of states have either been unable to implement
major initiatives or have not even attempted to do so. In fact, many of the states
that have attempted health reform have done so leveraging federal Medicaid and
State Children’s Health Insurance Program (SCHIP) funding and still must consider
long-term financing for their programs. Annual balanced budgeting, differences in
the percent of uninsured and variation in states’ average incomes are just a few rea-
sons why some states have a much higher burden to implement health care reform.
A state-by-state approach to health care reform would result in vast variation in
coverage across the nation, as some states decide to implement universal coverage
and others do not.

In announcing the hearing Chairman Stark said: “Comprehensive health re-
form must be a priority for the next President and Congress. I welcome the
opportunity to learn from state efforts as Congress considers health solu-
tions in the coming year. It is important we understand the successes and
difficulties of the states as we prepare to embark on national health care
reform.”

L http:/lwww.kff.orgluninsured/kemu_statehealthreform.cfm



FOCUS OF THE HEARING:

The hearing will focus on the health care reform lessons learned at the state level
as well the need for a national solution on health care reform.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
http:/lwaysandmeans.house.gov, select “110th Congress” from the menu entitled,
“Committee Hearings” (http://waysandmeans.house.gov/Hearings.asp?congress=18).
Select the hearing for which you would like to submit, and click on the link entitled,
“Click here to provide a submission for the record.” Follow the online instructions,
completing all informational forms and click “submit”. Attach your submission as a
Word or WordPerfect document, in compliance with the formatting requirements
listed below, by close of business Tuesday, July 29, 2008. Finally, please note that
due to the change in House mail policy, the U.S. Capitol Police will refuse sealed-
package deliveries to all House Office Buildings. For questions, or if you encounter
technical problems, please call (202) 225-1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response
to a request for written comments must conform to the guidelines listed below. Any submission
or supplementary item not in compliance with these guidelines will not be printed, but will be
maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, and telephone and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://waysandmeans.house.gov.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Chairman STARK. Welcome. We will begin our hearing on state
health initiatives. And we have often felt that one of the ways to
achieve affordable health care is to have several of our major states
lead the way. And Federal Government would then be called in to
see that comprehensive reform would combine the state’s efforts
and the federal efforts to get us to a national plan. The U.S. would
then finally join the rest of the industrialized world in ensuring
that everyone has access to affordable health care.
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Now, unfortunately, the—given the experience to date, it seems
unlikely that any one state will set the basis for the nation.

Today’s witnesses include experts and officials who have been at
the forefront of state reform efforts. And I believe we will hear that
it’s very difficult for them to move forward, one at a time, and
achieve complete uniform affordable coverage for every resident.

However, a few states have been able to make remarkable gains
in reducing the number of uninsured, and many are hampered by
numerous issues: state balanced budget requirements, volatile fi-
nancing, the need for Federal waivers from ERISA and other Fed-
eral laws. All of those are challenging states’ programs.

Canada achieved universal health care, just as I described, one
province at a time. But that was four years ago, and we face a dif-
ferent situation. We have a larger and more diverse population.
Health care costs have risen tremendously, and special interests
have grown ever more entrenched and committed to maintaining
the status quo.

So, while we have made progress here, states have been trying
health care reforms for the last four decades, and we have rel-
atively few successes in those that have tried, and many states
haven’t even attempted. It seems there will always be states that
are unable to implement these reforms on their own, for one reason
or another.

But today we will hear from a panel of experts that include state
officials who study and aid state policy makers. I look forward to
hearing their testimony, and we hope we can learn from their expe-
rience, both the successes and failures, as we begin to consider
health care reform for our Nation.

My premise may still hold true, that the states will lead the way
and bring the Federal Government kicking and screaming to the
table, but there is an important caveat. Instead of needing several
states to achieve universal health care, we simply need several key
states who are trying to meet that goal, and can show us the way
thatlz we can, through a state and Federal partnership, achieve that
goal.

I think today we will hear that there is no lack of commitment
at the state level, but states hit road blocks in every way. So I look
forward to the testimony of our witnesses, and I would like to ask
Mr. Camp if he has any opening remarks.

Mr. CAMP. Well, thank you, Mr. Chairman. And thank you for
convening this hearing on state health care reforms.

In recent months, this subcommittee has heard testimony on the
many challenges facing our health care system. Each of those hear-
ings has broadened the debate on health care reform, and, I be-
%ieve, highlighted the need to address this issue sooner, rather than
ater.

Today, we will hear directly from the states which are on the
frontlines of this battle. Many states, including those testifying
today, have taken steps to ensure their citizens have adequate ac-
cess to the health care system. And, Mr. Chairman, I believe this
could be one of the most important hearings we have this year, be-
cause, at the end of the day, to make significant reforms in our
health care system, we will need to work hand in hand with state
governments.



5

In fact, much of the work being done at the state—by the states
on health care reminds me of welfare reform in the early nineties.
And many on this Committee will remember that before we en-
acted the 1996 welfare reform law, states like Wisconsin and
Michigan had already begun to make changes to their welfare pro-
grams.

Instead of enacting overly broad national mandates, we gave
great—the states greater resources and flexibility to craft programs
that fit their own populations. And I think the lessons we learned
from that reform a decade ago can be applied to health care. It is
my opinion that states are the most appropriately situated to de-
sign health care plans that meet the needs of their citizens. And
Congress should be looking at what works and what does not work
in the states.

Even more importantly, we should be breaking down the barriers
that are preventing states from trying to address their own difficul-
ties. And we will hear today that many of the successes in the
states were only possible through waivers of existing law by CMS
and HHS. So, who would have thought that the answer lied with
eliminating unnecessary, burdensome, and unworkable Federal
mandates?

As we look at what the states are doing, we must not overlook
the single largest obstacle for providing health insurance: the dis-
criminatory tax treatment for individuals who purchase health in-
surance on their own. To spur the expansion of health coverage
after World War II, Congress gave employers a huge tax benefit to
offset the costs of providing health care to their employees.

This led to our current model today, where you either get care
through the government or an employer. Eighty-5 percent of all
Americans receive health care through their employer, and this has
left upward, depending on how you count it, 40 million Americans
uninsured or under-insured. I firmly believe we must address this
inequity in the tax treatment with other reforms to adequately ad-
dress the issue of health coverage.

Mr. Chairman, this is an important issue. I don’t think is nec-
essarily a Republican issue or a Democrat issue. And when we talk
about health care, it shouldn’t matter which party you’re in. We
really must talk about an American solution. And I believe we can
work together to support the states and their efforts to craft inno-
vative solutions. But we must also be forward-thinking and develop
new solutions for the millions of Americans that are demanding
health care choices.

Again, thank you, Mr. Chairman, for calling this hearing. And,
with that, I yield back.

Chairman STARK. Thank you. We're going to have one panel
this morning. Alan Weil, who is the executive director of the Na-
tional Academy [sic] for State Health Policy—a peek at his testi-
mony suggests that he is going to give us an overview of the
progress that states have made. In the late nineties, Mr. Weil was
the state Medicaid commissioner for the Democratic Governor of
Colorado.

We will hear from Dr. JudyAnn Bigby, who is Secretary of
Health and Human AServices for the Commonwealth of Massachu-
setts. Secretary Bigby will provide, we believe, an overview of the
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implementation of their coverage initiative and its progress to date,
and perhaps discuss the challenges ahead.

Dr. Jack Lewin is familiar to many of us. He made a terrible, ter-
rible mistake in his career path years ago when he left the great
state of Hawaii, because we could have had the hearing there if he
was still there. He moved from Hawaii—I must say moved up to
the great state of California—and now is chief executive officer of
the American College of Cardiology. I don’t know just what Jack
is going to tell us about, but I am sure he will discuss Hawaii’'s—
I think first state to mandate coverage for all residents. And back
in 1986, whenever that started, and what’s happened to that since,
and I think we will find that interesting.

Mr. Haislmaier, with the Heritage Foundation, and he has
worked with several states in designing their health reform initia-
tives. I think he will talk to us about the themes that states have
raised during his work, and the challenges they face. He is a strong
proponent of consumer-driven health care, and is going to give us
some alternatives to the plans that are on the books.

Ms. Trish Riley is the director of Maine Governor’s Office of
Health Policy and Finance. She will talk about Governor Baldacci’s
successful passage of a comprehensive health reform act, the Dirigo
Heath Reform Act of 2003, and advise us to how that is doing, and
whether or not our former colleague can run for reelection on the
success of that plan, or whether he should look to his cousin suc-
cess in writing mystery novels, and perhaps move that way.

So, we will just start down with the panel. Mr. Weil, if you would
like to lead off, if you each want to take about 5 minutes to sum-
marize, I am sure that the Members will want to inquire in more
depth as you complete your testimony. Please proceed.

STATEMENT OF ALAN R. WEIL, EXECUTIVE DIRECTOR,
NATIONAL ACADEMY FOR STATE HEALTH POLICY

Mr. WEIL. Thank you, Chairman Stark, Ranking Member Camp,
distinguished Members of the Committee. My name is Alan Weil,
I am the executive director of the National Academy for State
Health Policy. NASHP is a non-profit, non-partisan organization
that works with leaders in state health policy to identify emerging
issues and address challenges in state health policy and practice.

This is an exciting time for states in our Nation, as the call for
significant health care reforms grows louder. States are considering
and implementing innovative and promising strategies to reverse
the trend of an increasing number of Americans without health in-
surance.

Yet, given the barriers states face, my overarching message to
you today is that states cannot do this alone. Federal leadership is
required. In the absence of Federal action, a broad array of states
in all regions of the country representing quite varied ideological
perspectives is pursuing health reforms. You will hear about some
of these efforts from other witnesses.

But despite successes, the states’ ability to address our health
care challenges is limited. States are constrained for many reasons.
They lack authority to affect many of the health care activities
within their borders. About half of a typical state’s residents are
completely outside the reach of state authority, because they are



7

enrolled in Medicare, have coverage through an employer that self-
insures, or obtains services through various Federal pro-
grams.States face budgetary constraints, due to balanced budget
requirements, and due to Federal policy that requires that Med-
icaid waivers be budget-neutral with respect to Federal costs. Ex-
pecting states to address the many vexing health policy issues on
their own is unrealistic, and constrains the number of states that
can even make such an effort.

Given these challenges, it is not surprising that only three states
in the last decade—Maine, Vermont, and Massachusetts—have
adopted comprehensive reforms, and efforts in larger states, such
as California, Illinois, and Pennsylvania, remain stalled.

Now, while state efforts make a real contribution, Federal leader-
ship is needed to make substantial sustained progress in health re-
form. Federal leadership could take several forms, including one
that provides a substantial role for states to operate within a na-
tional framework. Indeed, approaches that combine the resources,
stability, and uniformity of Federal involvement, with the dyna-
mism of local involvement and creativity of states, can foster excel-
lent results.

The Federal Government can bring its clout, as the largest pur-
chaser, and stable funding to weather economic ups and downs,
and standards that ensure that all Americans have meaningful ac-
cess to needed services. States can design the details of a plan to
conform to local market and medical practice conditions, develop
models that enable us to learn what does and does not work, and
ensure that program operations reflect local values. Federal waiv-
ers, though helpful in some instances, are no substitute for a clear,
Federal commitment.

Federal leadership is required, if we are to bring down unwar-
ranted variation across the country in health care practice and
costs. A recent Commonwealth Fund report describes interstate
variation in the use of antibiotics to reduce the risk of infection
during surgery. Variation across states in the share of the adult
population without health insurance has existed for decades. And
in recent studies, they have ranged from a high of 35 percent in
Texas to a low of 11 percent in Minnesota. National requirements,
resources, and benchmarks can all serve to close some of these
gaps.

The importance of Federal leadership is clearly demonstrated in
the contrast between our recent experience covering adults and
children. For adults, we have no national coverage strategy. Med-
icaid, which is the nation’s primary commitment to health care to
the poor, explicitly excludes non-elderly adults, unless they have a
disability or dependent children.

For children, we have a national strategy. Despite some limita-
tions, Medicaid and SCHIP extend coverage to nearly all children
in families with incomes up to twice the poverty level. And the con-
trast, then, is stark. Between 1996—1999 and 2006, the percentage
of uninsured adults increased in 43 states, while the percentage of
uninsured children decreased in 32 states. The combination of a
national priority with the resources to support it and state flexi-
bility and the methods for achieving it can yield tremendous re-
sults.
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In my job, I have the opportunity to speak to many state officials.
Their message is surprisingly consistent, regardless of job title, po-
litical affiliation, or state. They are doing what they can to address
issues and problems that are bigger than the resources available
to them. They are eager for Federal leadership, they feel its ab-
sence, but they are also nervous about a heavy-handed or one-size-
fits-all approach.

A true Federal solution to our health care problems requires
something like a joint venture: cooperation between the Federal
Government and the states that states have not seen lately. Delays
in SCHIP reauthorization, CMS’s August 17th letter, the new Med-
icaid citizenship and identity documentation burdens have all im-
peded state efforts to cover more folks.

Ultimately, in the absence of federal action, states will lead and
states will accomplish as much as they can, given the constraints
they face. But piecemeal state action will never add up to what the
nation needs. A national response that honors the history of Amer-
ican Federalism would include a series of national commitments to
universal coverage, improved access and quality, and tempering
cost growth that frame and support what states can do.

cIl thank you for the opportunity to appear before the Committee
today.

[The prepared statement of Mr. Weil follows:]

Statement of Alan Weil, Executive Director, National Academy for State
Health Policy

Chairman Stark, Ranking Member Camp and other distinguished Members of the
Ways and Means Health Subcommittee, my name is Alan Weil and I am the Execu-
tive Director of the National Academy for State Health Policy (NASHP). NASHP is
a non-profit, nonpartisan organization that has worked with state leaders for more
than two decades helping them to identify emerging issues and address challenges
in state health policy and practice. NASHP seeks to amplify the voice of state health
officials and support interstate learning—roles that we believe will be particularly
important as health care rises on the national agenda.

This is an exciting time for states and our nation as the call for significant health
care reforms grows louder. States are considering and implementing innovative and
promising strategies to reverse our nation’s trend of an increasing number of Ameri-
cans without health insurance. Yet, states face substantial limitations in what they
can accomplish in the absence of further support at the national level. States have
demonstrated critical leadership and hold great promise for the success of any major
coverage reforms, but states cannot do this alone. States need a national framework
in order to achieve the promise of health reform—a framework of federal support,
assistance, and guidance. I will discuss each of these points in my testimony !

1. States are leading the way addressing major health system challenges.

In the absence of federal action, states are leading the way in addressing many
of the major challenges facing the American health care system. States are respond-
ing to the concerns raised by families, businesses, and health care providers and
have made progress in improving access to health coverage, containing health costs,
and improving quality.

A broad array of states in all regions of the country representing quite varied ide-
ological perspectives is pursuing health reforms. Some state efforts are comprehen-
sive in scope; others focus on particular problems facing the health care system. Al-
though Massachusetts has received the most attention recently for its
groundbreaking reforms that have already cut the number of people without health
insurance in their state by half, many other states are also making real progress
toward this goal. Iowa recently passed legislation to improve enrollment and reten-
tion for children in public programs and strengthen consumer protections in the pri-

1Much of this testimony draws from my article “How Far Can States Take Health Reform?”
which appeared in the May/June 2008 issue of Health Affairs at pages 736-747.
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vate market. Wisconsin has taken advantage of options available under the Deficit
Reduction Act to expand coverage to parents and children and simplify and mod-
ernize its Medicaid and SCHIP programs. Louisiana is a leader in providing cov-
erage for low- and moderate-income children.

States long ago learned that they cannot afford major coverage expansions if they
do not also improve the quality of health care and contain the growth in health care
costs. Efforts to address quality, cost, and the demand for health care services are
too many to count. Minnesota recently passed landmark legislation to establish a
unified, statewide system of quality-based incentive payments and to help con-
sumers and other purchasers compare providers on overall cost and quality of care.
Pennsylvania has taken a comprehensive and innovative approach to reducing med-
ical errors. North Carolina is a recognized leader in improving care for Medicaid en-
rollees with chronically illnesses. Arkansas is celebrated for its innovative approach
to reducing childhood obesity. South Dakota has focused on ensuring that the elder-
ly receive oral health care. Vermont’s health reform efforts include a state-wide sys-
tem of care to address chronic conditions.

While ideological differences exist around the country, states have demonstrated
that it is possible to find middle ground on health care. They have overcome par-
tisan and stakeholder differences to adopt reforms designed to address the real chal-
lenges and problems their residents face. The middle ground generally includes
some combination of expanding public programs, subsidizing families and busi-
nesses to make insurance coverage more affordable, and demonstrating a real com-
mitment to controlling program and overall system costs. States have eschewed poli-
cies at either extreme: avoiding approaches that rely on a single payer approach or
that expect unregulated markets to solve the problems of the health care system.

State political leadership and successes have ignited hope across the nation that
solutions can be found to problems in our health care system. While many of these
problems continue to get worse, it is state experience that allows us to have opti-
mism about the future.

2. States’ ability to address major health care system challenges is limited.

Despite some successes, the states’ ability to address the health care challenges
our nation faces is limited. States are constrained for many reasons. They face stat-
utory, market, financial, and structural constraints that will always prevent them
from achieving the broad-based, system-wide reforms we need.

States lack the authority to affect many of the health care activities within their
borders. About half of a typical state’s residents are completely outside the reach
of state authority because they are enrolled in Medicare, have coverage through an
employer that self-insures, or obtain services through the Department of Veterans
Affairs, Indian Health Service, or other programs. Medicare acts independently of
state policy in exercising its dominant role as a purchaser of health care services.
The Employee Retirement Income Security Act of 1974 (ERISA) preempts state laws
that relate to private employer-based health plans. National and multinational in-
surers, hospital systems, pharmaceutical companies and medical supply companies
operate beyond the reach of state legal authority but have a significant effect on
health care costs within a state. Although it is possible for states to design reforms
that fit within their current authority, these boundaries foreclose a series of options
that might be more effective.

States also face important budgetary constraints. Current federal policy is that
state reforms must be budget neutral with respect to federal Medicaid and State
Children’s Health Insurance Program (SCHIP) costs. Expecting states to address the
many vexing issues in health policy on their own is unrealistic and severely limits
the number of states that can even make such an effort. In addition, unlike the Fed-
eral Government, all but one state operates under a balanced budget requirement.
Any successful health coverage plan must be able to operate through all phases of
the economic cycle—a particular challenge for state-based reforms. This fiscal year,
as many as 28 states are reporting budget shortfalls, creating pressure for states
to cut services and government spending even as they are seeking opportunities to
expand coverage.

3. Federal Leadership is Needed.

Given the challenges noted above, we should not be surprised that only three
states—Maine, Vermont, and Massachusetts—have adopted comprehensive ap-
proaches to health care reform within the last decade. Meanwhile, reform efforts re-
main stalled in larger states such as California, Illinois, and Pennsylvania. While
state efforts make a real contribution, federal leadership is needed to make substan-
tial, sustained progress in health reform efforts.
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Federal leadership could take several forms including one that provides a sub-
stantial role for states to operate within a national framework. Indeed, approaches
that combine the resources, stability and uniformity of federal involvement with the
dynamism, local involvement, and creativity of states can foster excellent results.
The Federal Government can bring its clout as the largest purchaser, stable funding
that can weather economic ups and downs, and standards that can assure all Amer-
icans they will have meaningful access to needed health care services. States can
design the details of any plan to conform to local market and medical practice condi-
tions, develop various models that enable us to learn what works and what does not,
and assure that program operations reflect local values.

A “joint venture” approach between the Federal Government and states would en-
able states to continue to serve as the laboratories of democracy. But if states are
to serve as laboratories, they need to be afforded the resources necessary to achieve
the high hopes we have for them. All credible national proposals for health reform
come with a price. States cannot pursue comprehensive health reform without sub-
stantial and reliable financial participation by the Federal Government. Medicaid
provides a solid platform on which states can build, but coverage expansions are
generally dependent on waiver negotiations, which are time-limited and subject to
much discretion on the part of the Federal Government. Some grand redistributive
scheme might theoretically allow for the provision of insurance coverage to everyone
for the amount of money already in the health care system; however this is not a
realistic approach when limited to a single state.

A serious endeavor to support state efforts would have to build in a long-term fi-
nancial commitment proportionate to the share of the problem states are expected
to address. In addition, a serious state-based effort would need to anticipate the
challenge of providing quite variable amounts of money to different states, given the
tremendous disparity in the scale of the problem each state faces.

A genuine commitment to having the states function as laboratories would require
revitalizing the research and demonstration component of Section 1115 waivers, ex-
panding the commitment to evaluation in all program waivers, and moving away
from budget neutrality as the guiding principle of waiver approval. Despite the fact
that Medicaid Section 1115 waivers provide states with flexibility for “research and
demonstration,” these waivers are often granted primarily to enable states to make
budget neutral program changes with a very small research component. A commit-
ment to experimentation would include a willingness to spend money on ideas that
might yield improvements along a number of dimensions other than short-term pro-
gram spending, including improving the quality of care patients receive and less-
ening the likelihood of more expensive interventions.

Federal waivers, while helpful in some instances, are no substitute for a clear fed-
eral commitment. Some have suggested that federal reform proposals include
“ERISA waivers” that would allow a federal agency or group of federal officials to
waive provisions of ERISA on a short-term basis. These waivers are just another
form of uncertainty—for businesses and for states—and they grant excessive author-
ity to federal program administrators. By contrast, carefully crafted federal safe har-
bors—policies that states can adopt that would be defined as permitted under fed-
eral law—would provide clear guidance and could be designed to avoid undue bur-
den on multi-state employers while also enabling true state experimentation. For
example, states should have the authority to adopt uniform “pay-or-play” strategies
to finance broad-based coverage initiatives. States should be able to require self-
funded employers to participate in premium assistance programs. And states should
be able to mandate participation from all public and private payers in state-wide
data collection and system performance improvement projects.

Finally, federal leadership is important as a means to bring down unwarranted
variation across the country in health care practice and costs. A recent Common-
wealth Fund report describes interstate variation across dimensions such as appro-
priate use of antibiotics to reduce the risk of infection during surgery and the inci-
dence of deaths amenable to health care.2 Variations across states in the share of
the adult population without health insurance has existed for decades; in 200405,
these ranged from a high of 35 percent of adults uninsured in Texas to a low of
11 percent of adults uninsured in Minnesota. National requirements, resources, and
benchmarks can all serve to close some of these gaps.

By contrast, when states operate entirely on their own, they are likely to yield
increased variation in health coverage, access and quality across states. States tend
to build on their own successes, pushing the leaders farther ahead and leaving oth-
ers behind. Diffusion of policy innovations both among states and from states to the

2J. Cantor et al., Aiming Higher: Results from a State Scorecard on Health System Perform-
ance (New York: The Commonwealth Fund, 2007).
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Federal Government is slow and sometimes does not occur at all. A desirable reac-
tion to high levels of variation in health care is to set national goals based on best
practices. State and national policy efforts can then be focused on raising the bar
for everyone and reducing the degree of variation through strategies that bring
those farthest behind closer to the front of the pack.

Ultimately, federal leadership matters. Consider the example of adults’ and chil-
dren’s health insurance coverage. Compare the change in health coverage status of
adults and children in the United States over the past decade. For adults, there is
no national strategy. Medicaid, which represents the nation’s primary commitment
to meeting the health needs of the poor, explicitly excludes non-elderly adults from
coverage unless they have a disability or have children living with them. For chil-
dren, there is a national strategy. Despite some important exceptions and limita-
tions, the combination of Medicaid and SCHIP extends coverage to almost all chil-
dren living in families with incomes up to twice the federal poverty level. The con-
trast is stark: between 1999-2000 and 2005-2006, the overall percentage of unin-
sured adults increased in 43 states while the percentage of uninsured children de-
creased in 32 states. The combination of a national priority with the resources to
support it and state flexibility in the methods for achieving national goals can yield
tremendous results.

4. States Can Be Effective Partners in Meeting Health Care Needs.

In my job I have the opportunity to speak to a broad array of state health offi-
cials. Their message to me is surprisingly consistent regardless of their job title, po-
litical affiliation, or state. They are doing what they can to address issues and prob-
lems that are bigger than the resources they have to respond. They are eager for
federal leadership and they feel its absence. But they are also nervous about a
heavy-handed or one-size-fits-all approach.

Recent experience, particularly related to state coverage efforts in Medicaid and
SCHIP, has been dispiriting for states. A number of developments at the federal
level have disappointed state expectations of funding or frustrated state efforts to
move forward with coverage initiatives funded in part with federal funds. The in-
ability of Congress and the President to agree on SCHIP reauthorization presents
states with tremendous uncertainty regarding how to finance coverage. The Centers
for Medicare and Medicaid Services (CMS) issued a letter on August 17, 2007, with-
out any prior consultation with states, the terms of which undermined a variety of
state plans to cover children.3 New citizenship and identity documentation burdens
in Medicaid have increased administrative costs and resulted in the disenrollment
of eligible citizens. Additional limitations on available Medicaid funds through regu-
lations and sub-regulatory initiatives have undermined federal support for the most
vulnerable populations and shifted burdens to states even as state budgets are
tightening.4 All of these events have served to limit state progress and squelched
enthusiasm for federal-state partnerships.

A true, federal solution to our health care problems requires a more cooperative
approach between the Federal Government and states—one that respects state in-
vestment and provides the tools and resources states need to be an effective partner
in achieving health reform goals.

Conclusion

I conclude with the same words I used in the article I wrote on this subject:

“In the absence of federal action, states will lead, and states will accomplish as
much as they can, given the constraints they face. But piecemeal state action will
not add up to what the nation needs. A national response that honors the history
of American federalism would include a series of national commitments that frame
and support what states can do—indeed, what they are eager to do.”

——

Chairman STARK. Thank you very much.
Ms. Bigby.

3See J. McInerney, M. Hensley-Quinn and C. Hess, The CMS August 2007 Directive: Imple-
mentation Issues and Implications for State SCHIP Programs (Washington, DC: National Acad-
emy for State Health Policy, April 2008). hittp://lwww.nashp.org/Files |
shpbriefing cmsdirective.pdf

4See S. Schwartz and J. McInerney, Examining a Major Policy Shift: New Federal Limits on
Medicaid Coverage for Children (Washington, DC: National Academy for State Health Policy,
April 2008) http://www.nashp.org/_docdisp_page.cfm?LID=C7DE48DC-68F8-46B2-
A56741E6A8F6EFEE
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Dr. BIGBY. Good morning.
Chairman STARK. Good morning.

STATEMENT OF JUDYANN BIGBY, M.D., MASSACHUSETTS SEC-
RETARY OF HEALTH AND HUMAN SERVICES, BOSTON, MAS-
SACHUSETTS

Dr. BIGBY. I want to thank you, Chairman Stark and Ranking
Member Camp, for inviting me to testify before this hearing today
on state health care reform. I am JudyAnn Bigby, I am the sec-
retary of health and human services for the Commonwealth of
Massachusetts, and I am honored to be here today to represent
Massachusetts and Governor Deval Patrick, to tell you about the
efforts to reform health care in Massachusetts.

I want to start by telling a very brief story. I have lived in the
community that I currently live in for over a decade. I have taken
my clothes to the same dry cleaners for that period of time. A few
months ago, the woman who is the co-owner, with her husband, of
this family business said, “Oh, Dr. Bigby, I saw you on TV doing
a PSA on health insurance. And I want to tell you, health reform
in Massachusetts is the best thing that could have happened to us.”

“We never thought, as a small business, that we could afford to
buy insurance for ourselves, but we did. I had my first check-up in
19 years, because of this. And I discovered that my blurred vision
was due to cataracts, which I have had fixed, and I can now see
again. And thank you for helping to implement this program.”

That is the story of one person, but we know that we have hun-
dreds of thousands of people in Massachusetts who are now cov-
ered because of heath care reform.

From the beginning, the strength of this effort in Massachusetts
was marked by a coalition of people that represent representatives
from the executive and legislative branches of government, pro-
viders, insurers, employers, consumers, advocates, and community
leaders. In April of 2006, you all know that Massachusetts enacted
a health care reform bill that was designed to move the state to
near universal coverage.

The components of this bill allowed us to do several things that
are key to the success that we are seeing: number one, expansion
of Medicaid, so that we could cover more people; number two, the
creation of the Commonwealth Connector, to develop Common-
wealth Care, which is a state-subsidized program for low-income
individuals who are not eligible for Medicaid; and also, the Con-
nector developed affordable health insurance products for those
with incomes over 300 percent of Federal poverty level who did not
have access to employer-sponsored insurance.

We also transformed the uncompensated care pool, which is a
pool the state had developed more than 20 years ago to pay hos-
pitals and health centers for care for those who were uninsured.
We also reformed the insurance market to combine the non-group
and small group market, and created the individual mandate,
which went into effect in July of 2007, and was enforced as of De-
cember 31, 2007. And we also defined what employer responsibility
was, through the fair share.

A Medicaid waiver from the Centers for Medicare and Medicaid
Services is a critical component of Massachusetts’s health care re-
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form. This partnership with the Federal Government allowed for
expanded Medicaid coverage, including children with families of in-
comes up to 300 percent of the Federal poverty level. It also elimi-
nated enrollment caps for other individuals so that they could be
covered by Medicaid, including disabled working adults and indi-
viduals with HIV/AIDS.

We currently are operating under a short-term waiver extension,
while we finalize negotiations with CMS for renewal of our waiver.
And we look forward to being able to continue this historic effort.

Enhanced employer responsibility requires that all of employers
with 10 employees or more contribute a fair share toward covering
their employees. We have learned from this experience that defin-
ing what a fair share is, is difficult to do. As I said, we have over
340,000 individuals who are now covered who were not covered in
June of 2006. More than 170,000 people are enrolled in the sub-
sidized state program at a growth and number that was higher
than we expected, due to our underestimate of the number of unin-
sured in Massachusetts.

But we do know that, since enactment of heath care reform, we
have decreased the number of uninsured in Massachusetts by more
than half, and we have not seen a decrease in employer-sponsored
insurance.

We also know that people are getting access to care, they are
going for preventative care, they are reporting that they have reg-
ular providers. They also report that their out-of-pocket medical ex-
penses have gone down. We have also seen that the reform of the
non-group market has created products with lower premiums and
better coverage.

So, we are in a good position to continue this experiment, going
forward. What we need is the ability to continue to learn from this
experiment, and refine our products, and to engage in our partner-
ship with the Federal Government with as much flexibility as pos-
sible. Thank you.

[The prepared statement of Dr. Bigby follows:]

Statement of The Honorable JudyAnn Bigby, M.D., Massachusetts Secretary
of Health and Human Services, Boston, Massachusetts

My name is Dr. JudyAnn Bigby, and I serve as Secretary of Health and Human
Services for the Commonwealth of Massachusetts. I am honored to be here with you
today to represent Massachusetts and Governor Deval Patrick in offering testimony
before the House Ways and Means Subcommittee on Health about Massachusetts’
historic health care reform initiative.

I particularly want to thank Chairman Pete Stark of California for inviting me
to testify today and for holding a hearing on states’ health care reform efforts. I also
want to thank the other distinguished committee members for their interest in and
commitment to this important topic. I look forward to sharing Massachusetts’ health
care reform experiences with you, and I also look forward to hearing your insights
and perspectives.

Massachusetts is proud to be leading the way toward near-universal coverage and
working to ensure that everyone has access to high-quality, affordable health care.

From the very beginning, the strength of health care reform in Massachusetts was
the support of a broad and diverse coalition, including representatives from across
sectors and across the political aisle. Coalition members included representatives
from the executive and legislative branches of both federal and state government;
providers; insurers; employers; consumer advocates; and community leaders.

In April 2006, Massachusetts enacted a health care reform bill designed to move
the state to near-universal coverage. At the heart of this initiative was the principle
of shared responsibility among individuals, employers and government. The coali-
tion took steps to achieve near-universal coverage through:
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e Medicaid expansions

e The creation of the Commonwealth Connector to develop:

o Commonwealth Care, a subsidized insurance product for low-income individuals
not eligible for Medicaid; and

o Affordable health insurance products for those without access to employer-spon-
sored insurance and incomes over 300% FPL

e Transformation of the Uncompensated Care Pool, a fund developed in Massa-

chusetts more than 20 years ago to pay for uncompensated care in hospitals and

health centers

Insurance reform

An individual mandate

o Employer responsibility through a fair share and free rider assessment.

A Medicaid waiver from the Centers for Medicare and Medicaid Services is a crit-
ical component of Massachusetts’ health care reform initiative. Our partnership
with the Federal Government allowed for expanded Medicaid coverage, including to
children with family incomes up to 300% of the Federal Poverty Line (FPL). The
elimination of enrollment caps for Medicaid coverage for several populations—in-
cluding long-term unemployed adults; disabled working adults; and individuals with
HIV/AIDS—also expanded coverage.

We are currently operating under a short-term waiver extension, while we finalize
negotiations with CMS for a new waiver. Extending this state and federal partner-
ship is critical to our historic effort to reach near universal health insurance cov-
erage. We are working closely with CMS to come to an agreement that will facilitate
the long-term success of health care reform in Massachusetts.

Enhanced employer responsibility requires that all employers with more than 10
employees offer access to pre-tax health plans. Health care reform requires these
employers to make “fair share” contributions toward their employees’ insurance or
be subject to an assessment fee that is used to help cover the uninsured.

In addition, health care reform mandates that adults have insurance unless they
do not have access to affordable insurance. The Commonwealth Connector developed
subsidized and non-subsidized health insurance products, but also defines minimal
creditable coverage and affordability standards.

Health insurance market reforms also merged the small and non-group markets
in an effort to reduce the cost of non-group premiums.

We are seeing the positive results of Massachusetts’ comprehensive health care
reform efforts. Since June 2006, approximately 340,000 individuals now have en-
rolled in health insurance programs. Enrollment in the state’s Medicaid program
has expanded by more than 60,000. More than 170,000 have enrolled in Common-
wealth Care, the state’s subsidized plan for low-income residents. More than
120,000 of them have enrolled in private insurance plans, and the percentage of em-
ployers offering health insurance has increased from 68% to 72%, while the percent-
age has been dropping nationally.

We are seeing the impact.

A recent Urban Institute survey of Massachusetts residents showed that the adult
uninsured rate has decreased by 50% in just one year. Low-income adults, men and
young people have seen the biggest drops in rates of uninsurance.

In addition, more people report having access to a regular health care provider
and have made visits for preventative care. The percentage of adults who reported
that they did not access care due to costs have decreased, and individuals report
lower out-of-pocket medical costs.

1T}llle1 percentage of adults who have employer sponsored insurance has increased
slightly.

Premiums for non-group insurance have decreased while the benefit package has
improved.

Between FY06 and FYO07, visits billed to the Uncompensated Care Pool (now the
Health Safety Net) decreased by 15%. The cost of care funded declined by 9% during
the same period. We are projecting it will fall significantly more in the current fiscal
year.

We know, however, that providing health insurance is not enough. We are also
focusing on controlling health care costs to ensure that the gains we have made in
expanding access are sustainable. We will be most successful if we can achieve the
most value for the dollars we are spending and do a better job of decreasing costs
among the 10% of patients who consume 60 to 70% of the health care dollars.

We need to focus more on prevention, ensuring that individuals have a medical
home, and coordinate the care that those with chronic illness receive across the sys-
tem. The issue of whether we have the primary care capacity to meet the increasing
demand of the insured is an important question—not just because we do not want
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people to be frustrated by not being able to get an appointment with a primary care
provider once they are newly insured, but also because we know that communities
and populations are healthier when they have access to primary care. In addition,
care is less expensive when the ratio of primary care to specialists is higher than
what we currently have in Massachusetts.

To build on the 2006 health care reform efforts in Massachusetts, the Patrick Ad-
ministration launched the “Healthy Mass” initiative in December. Nine diverse
agencies from across state government—in their roles as employers, purchasers, pro-
viders, regulators, insurers, administrators, stewards of public health, and potential
sources of health care financing—committed to working closely together to ensure
access to care; contain health care costs; advance health care quality; promote indi-
vidual wellness; develop healthy communities.

In these early stages, we are working together to decrease administrative burdens
on providers; adopt strategies to improve quality of care; focus on decreasing the im-
pacts of chronic disease; and align payments tosupport primary care and community
hospitals.

As part of this initiative, the state announced last month that state agencies, in-
cluding Medicaid, will no longer pay for costs associated with the 28 serious adverse
health care events identified by the National Quality Forum. The state will also no
longer permit their providers to bill members for these services. This new policy
makes Massachusetts the first state in the nation to establish a uniform non-pay-
ment policy across state government. This policy will not only save taxpayer dollars,
it focuses attention on strengthening health care quality.

Massachusetts has come an impressive distance in a very short period of time,
and we are committed to ensuring not only that people are insured, but that
theyalso have access to quality, affordable care and the tools to lead healthier lives.
M(()iving forward, we must share in making thoughtful choices to ensure its contin-
ued success.

Thank you.
Chairman STARK. Thank you.
Dr. Lewin.

STATEMENT OF JOHN C. LEWIN, M.D., CHIEF EXECUTIVE
OFFICER, AMERICAN COLLEGE OF CARDIOLOGY

Dr. LEWIN. Thank you. It is an honor to be here, Chairman
Stark, and Ranking Member Camp. I am pleased to see the rest
of you here: Mr. Johnson, Ms. Schwartz, Mr. McDermott, and good
friend, Mike Thompson. Thank you all for having this hearing
today.

I have been the CEO of the American College of Cardiology for
the past 2 years. Before that, I was in California, as the CEO of
the California Medical Association. Prior to that, I had been a prac-
ticing physician for a long time in Hawaii, and I was the commis-
sioner of health in Hawaii for 8 years at a critical time, when Ha-
waii was developing and implementing its employer-based access.
I wanted to talk a little bit about that.

Hawaii actually passed a law requiring every employed person to
have coverage and strongly incentivizing their dependants to be
covered, as well, along the Richard Nixon proposal 1974. They
thought it was going to become national law. It went through all
sorts of court challenges raised by employers, and made it to the
Supreme Court, where the law was repealed, actually, on the basis
of a violation of ERISA. It took almost 10 years.

Hawaii came, then, to Congress and got an exemption from
ERISA to allow the law to proceed. And I had the privilege of im-
plementing much of that coverage. Every employed person in Ha-
waii, even today, has coverage. All the dependants don’t, because
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the cost split between the employer and employee wasn’t really
fixed in the law. And as the costs have gone up, employees haven’t
been able to afford to pay their percentage of the dependant cov-
erage. So there has been some erosion there.

But Hawaii has done something that is very elegant, basically,
in the private sector. It is private coverage. There is a great deal
of portability. It was really just requiring that there be a cost split
between the employer and the employee.

Now, that—in the waiver that Congress gave to Hawaii—the
waiver froze the cost split at the percentage that, at the time, was
the average cost of health insurance for employees. And in the
early eighties, it was about 3 percent of wages, or salary, across the
whole population, that constituted the cost of health insurance for
the employee. So, in the waiver that you granted, the employer
can’t tax the employee more than one-and-a-half percentage of
wage.

Now, obviously, that doesn’t work today. Hawaii would be afraid
to come back and ask for a, you know, a revision of that waiver,
for fear that the whole law would be repealed. So the cost shift to
the employer, over time, has been fairly significant. But the basic
idea was to be a 50/50 split, with some subsidy for low-income
workers.

The state also developed a special program of state subsidies for
people who were unemployed, self-employed, part-time employed.
That program kind of ran out of steam when the state’s budget
issues came up later.

At one time, Hawaii had 96 percent of its public covered, almost
97 percent. It is now back to 90 percent. It was 96 to 97 percent.
Now it is down to 90, yes.

And then, in California, I worked on a variety of efforts, but Gov-
ernor Gray Davis signed into law SB-2, which was a Hawaii model
for employers, but it exempted businesses with under 50 employ-
ees. But it was a step, a big step, in California that was passed.
It was through the CMA and AFL-CIO, a partnership.

Governor Schwarzenegger, coming into office, led a campaign to
repeal that law, successfully, although it was only a 50.5 percent
vote. Very, very close. And then he attempted to try to create an-
other system, which I worked with him on. And, as you know, that
did not make it through the legislature.

I guess what I would like to share with you is that state reforms
are important, they are worthy of respect. They do teach us what
works and what doesn’t work. But we need national reform, or we
will see erosion of even the best state efforts, over time. We need
national minimum requirements and policies.

Second thing I would like to share is that an employer mandate
has really been kind of disparaged a lot lately as something that
we're probably not going to use any more, there has been an ero-
sion of coverage. But employer coverage, if we fix some of the prob-
lems of employer coverage, it still is the main source of coverage
for most Americans. I don’t think we ought to throw it out.

If we made employer coverage more portable, if we fixed some of
the fair insurance practice issues that would make it better, if we
expanded choice of coverage with employer coverage, maybe
through regional or state purchasing cooperatives like the FEHBP,
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then employer coverage, for those who have it now, would be sta-
bilized in the future, as we try to expand coverage for people in ag-
riculture and food services and retail and small businesses that
don’t have coverage today.

I think the other points I would make is that the reforms in Cali-
fornia, the reforms in Hawaii that I was privileged to participate
in, really didn’t focus on quality of care improvement, and on sys-
tematically improving quality and patient safety. Any kind of Fed-
eral action would need to incorporate that, as well as electronic,
you know, EMRs, personal health records, inter-operability stand-
ards that would great facilitate improvement in quality and reduce
administrative costs.

And, finally, we have very perverse payments, even, obviously,
through Medicare that don’t really reward quality or patient safety.
And we would love to work with you, here in Congress, to actually
change those payment processes so that they do, in fact, incentivize
quality and improvement.

The current system, unchanged, is going to be a financial train
wreck. It is going to be both an economic and ethical imperative
to change it. States will continue to serve as critical laboratories.
But we need Federal action, and we need Federal commitment and
national policy to guarantee that everyone will have coverage in
the future. And we look forward to working with you to achieve
that. Thank you.

[The prepared statement of Dr. Lewin follows:]
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Statement of Jack Lewin, M.D., Chief Executive Officer, American College
of Cardiology

Statement for the Record of the Hearing of the
House Ways and Means Committee
Subcommittee on Health
On
“State Coverage Initiatives: Lessons For the Nation™

Testimony of John C. Lewin, CEO, American College of Cardiology
Former Director of Health in Hawaii
Former CEO, California Medical Association

On
Lessons Learned from Advancing State-Based
Access to Care Reforms in Hawaii and California

July 15, 2008

As CEO of the 36,000 member American College of Cardiology here in Washington,
DC, I am honored to have the opportunity to testify to the Subcommittee today on a most
important health policy topic — the pressing need to advance access to care in this
nation. The perspectives I share and lessons gleaned from them are based on my previous
direct career experience in advancing state-based access to care reforms in both Hawaii
and California.

I was Director of Health in Hawaii from late 1985 until late 1994, serving as a member of
the governor’s cabinet and overseeing 6,500 employees and a $1 billion statewide health
department and hospital system. As such, I oversaw much of the implementation of
Hawaii's universal employer health insurance mandate, and also designed and
implemented the supplemental State Health Insurance Plan (SHIP). The state subsidized
SHIP program successfully covered the vast majority of remaining uninsured persons
who were unemployed, self-employed, part-time employed, or otherwise ineligible for
employer coverage.

The landmark Hawaii Prepaid Health Care Act actually passed the legislature in 1974,
modeled after what the young state presumed would be the national access to care policy
model fostered by then-President Richard Nixon. Interestingly, ERISA, which strictly
limited state actions of this kind, was passed by Congress just a few months after
Hawaii’s legislature acted. The new Hawaiian law required health coverage for ALL
employed persons working more than 19 hours per week, with benefits approximating the
prevailing average employer plan coverage in the state. HMSA (the statewide Blue Cross
and Blue Shield plan in Hawaii) and Kaiser Permanente dominated health insurance
coverage in the state, which gave the plan a high degree of portability with job changes.
The Prepaid Health Care Act’s goal was to require a 50-50 cost split between the
employer and the employee overall, based on estimates at the time that an employee’s
health insurance globally averaged about 3% of wages or salary. The employee’s
required contribution was not therefore to exceed 1.5% of wages, which targeted the 50-
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50 split of premium goal, and also ensured lower income employees could afford their
share of the costs.

While billed as an “employer mandate,” this law was actually also an employee mandate.
The employer share for low income or minimum wage employees was understood to be
greater than 50% of costs, but for the majority of workers whose wages exceeded about
$50,000, the split approximated 50-50. Public employee unions negotiated a special cost
split provision in the law for their beneficiaries of 60% employer/ 40% employee. No
businesses were exempted, including those with only one employee. The law required
that dependents be offered the same guaranteed coverage, but the employer-employee
cost split for family coverage was not specified — in practice, the 50-50 cost split was
typical there as well. Unemployed, self-employed, and part-time under 19 hours-per-
week persons were not covered. The law did not cover medications, dental, institutional
mental health, or long-term care benefits, but had generous outpatient, inpatient,
emergency room, laboratory and diagnostic services coverage through private health
insurers (basically HMSA and Kaiser Permanente). There were no real cost-cutting or
quality of care provisions in these programs.

Once passed, while many employers voluntarily implemented the law, the Prepaid Health
Care Act faced a decade of legal challenges from employers extending all the way into
the early 1980s, culminating in a Supreme Court decision that it violated ERISA and
could not be implemented. Hawaii then proceeded to Congress to get a narrowly-passed,
controversial exemption from ERISA to implement the law. A major problem with this
solution was that the law could not be amended as costs increased and the environment
changed: the provisions in the law that made sense in the 1970s and early 1980s were
frozen without returning to Congress for amendments, and returning to Congress could
easily have resulted in an unintended consequence of eliminating the exemption and the
law altogether! As a result, it has never been amended, and a number of factors have
weakened the law’s acceptability over time:

* As costs have increased and the average cost of health insurance far exceeds 3%
of wages or salary, the 1.5% maximum deduction for the employee has shifted
most of the costs onto the employer;

* Rising costs have made some employers shift much more than 50% of family
coverage costs onto the employee — and some employees feel they cannot afford
even 50% of the family premium — putting dependent coverage at risk;

*  While an increase in part-time employment (to avoid coverage costs) was not a
problem for the first 20 years of implementation, it appears to be increasing now
as costs continue to escalate in Hawaii as everywhere else.

® The basic benefits program for the unemployed and self employed — the SHIP
— was folded into a Medicaid waiver in 1995, which caused the premiums to
triple with the required additional Medicaid benefits. Many of the beneficiaries
could no longer afford their share of the premiums and dis-enrolled. In addition,
the changed enrollment processes proved much more cumbersome for many of
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these beneficiaries. The resulting reductions in coverage further taxed the Prepaid
Health Care Act by the cost-shifting associated with having the previously
insured SHIP beneficiaries return to the ranks of the uninsured, and to emergency
rooms for primary care.

Hawaii’s achievements with the full implementation of the Prepaid Health Care Act, and
later with the addition of the state-subsidized supplemental SHIP program, were
stunning. By 1990, Hawaii had achieved near-universal coverage of approximately 96%
of the population. It also had in place an excellent safety net and system of community
clinics to address the needs of homeless, mentally ill, non-citizens, and other
“uninsurable” persons and those with special health needs.

But, because there has been no parallel federal access to care action, because of rising
costs, and because we had no ability to modify the Prepaid Health Care Act, these
accomplishments have eroded. In 2007, according to the US Census Bureau, Hawaii had
dropped to covering less 91% of the population. While every full-time worker in Hawaii
still has coverage — and that is no small thing — increasing numbers of dependents are
not covered. The unemployed, self-employed, and part-time employed have the same
difficulties getting coverage now as anywhere else in America. Hawaii's
accomplishments will further unravel in the absence of national reforms.

I was also the CEO of the California Medical Association from 1995 through 2006 until
moving to Washington to assume the role of CEO of the ACC. California has more than
7 million uninsured persons, in addition to perhaps 3 million undocumented residents
without coverage. While in California, the CMA led multiple legislative efforts to pass
access to care reform legislation. Working with AFL-CIO, in 2002 we proposed an
auspicious bill, SB2, roughly based on Hawaii’s Prepaid Health Care Act, which was
passed by the Legislature and signed into law by then Governor Gray Davis. SB2
exempted businesses with less than 50 employees (a significant compromise), and had a
fixed 80%-20% split in premium costs between employers and employees. The bill was
to be implemented through competition of private insurers. The thought was to
incrementally bring in smaller businesses over time after the bill passed. Public polls
showed considerable support for SB2, but before its actual implementation the new
Governor Arnold Schwarzenegger led an effort to repeal it through a public ballot
initiative, which subsequently passed by a very narrow margin of 50.5%. The arguments
against SB2 were fear tactics, designed to convince insured persons that if it passed, their
own employer coverage would be destabilized toward a government system, which was
clearly antithetical to the intent of SB2.

Following the repeal of SB2 we then worked with Governor Schwarzenegger to attempt
to craft a new proposal that considered state-subsidized individual coverage for uninsured
workers. This proposal, despite its attempt to avoid employer opposition, failed to pass
the legislature.
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In summary, there are several lessons learned through these noble experiments at the state
level in California and Hawaii that pertain to the agendas before Congress now:

State access to care reforms are important and worthy of national support. They
have covered more people and have provided lawmakers information on what
works, and as importantly what does not work. However, these initiatives are
unstable for a number of reasons, such as state budgets. We need national access
to care minimum requirements and policies to ensure that all Americans
have coverage that is transportable and consistent across states. States may
still play important roles in a necessary national strategy.

Employer coverage, while measurably in apparent gradual decline in America,
still affords numerous advantages in efficiently covering most employed
Americans, and in possessing administrative advantages in the collection and
management of premiums. That acknowledged, employer coverage very often
offers little or no choice of plan options, is too often based on inefficient and
sometimes unethical experience rating of beneficiaries, and is not portable from
job to job. Rather than taking the fiscal risks of shifting what is currently private
to public health insurance by phasing out employer coverage as some pundits
suggest, we should explore improving employer coverage by promoting state or
regional insurance collaboratives that function like the FEHBP to enable the
benefits of portability, community rating, and expanded employee choice of
coverage options to employer coverage that lacks such attributes today. As we
expand access to care for the currently uninsured, let’s also preserve coverage that
works fairly well for the majority of Americans who have employer-based
insurance before we move to a universally different system that is yet untested.

Measurable and transparently reportable evidence of quality improvement and
cost effectiveness, based on valid data and science-based practices, have not yet
been central priorities in the state-based access to care reforms implemented thus
far. They have done a lot of “putting together commissions” with little action.
Improving quality and patient outcomes must be central to all future efforts if they
are to succeed.

While neither California’s nor Hawaii's efforts in access to care reform focused
on electronic or e-health innovation, any state or national effort needs to strongly
incentivize electronic medical records, e-prescribing, and quality of care registries
that measure quality of care based on established scientific guidelines,
performance measures, and appropriate uses of technology. However, standards
for inoperability must be national to be effective.

Finally, any serous reform effort must realign the perverse incentives of the
current payment systems for doctors, health professionals, hospitals, and insurers
to instead promote quality, cost-effectiveness, prevention, and patient-centered
outcomes improvements.
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Chairman STARK. Thank you very much. And, Ms. Riley, how
are things in the great state of Maine?

Ms. RILEY. They are fine, Chairman Stark, and I am pleased to
report that Governor Baldacci was reelected.

STATEMENT OF TRISH RILEY, DIRECTOR, MAINE GOVERNOR’S
OFFICE OF HEALTH POLICY AND FINANCE, AUGUSTA, MAINE

Ms. RILEY. Thank you very much for the opportunity to be here,
Chairman Stark, Ranking Member Camp, and Members of the
Committee.

You asked us to speak a little bit about the lessons learned in
the past 5 years. And maybe the most important lesson, following
Jack Lewin, is that states have been at this work since 1970. And
each decade saw new kinds of reforms. We, in Maine, were pleased
to start the fourth wave of state health reform in 2003, with the
establishment of our Dirigo health reform.

Absent any sustainable new sources of revenue, Governor
Baldacci sought to achieve health reform by improving the effi-
ciency of the health care system to achieve savings and reinvest
them in health care access.

We learned early that clear goals are important. Covering the
uninsured implies that we will find adequate financing to bring
those now without coverage into the insured tent. Such an ap-
proach generally accepts the status quo in how care is delivered
and coverage provided. The goal which was ours, to assure every
man, woman, and child has access to affordable, quality care, is dif-
ferent. It seeks health security for all, those without coverage,
those with inadequate coverage, and those who fear rising costs
will jeopardize their coverage.

Numerous studies that you well know have documented that we,
in the United States, pay for redundancy, inefficiency, variation,
and over-supply. A recent McKinsey Global Institute study con-
cludes that we spend $477 billion more on health care than peer
nations, yet, as you well, know, we don’t cover everyone, and we
don’t get better outcomes or health or quality for that investment.

When Dirigo began in 2003, Maine had the highest rate of unin-
sured in New England. By 2006, every state in New England saw
their uninsured rates rise. Only Maine saw that rate drop, and
drop to the lowest in the region. But our progress has been stalled,
lacking adequate finances. And I think this will be the last time
I say this, given Secretary Bigby’s response, because I am certain
I\{Ilassachusetts has now outpaced us, and I congratulate them for
that.

To guide Maine’s reform, we convened stakeholders in a health
action team. We found earlier that process may be as important as
policy in this effort of health reform. The legislature created a spe-
cial joint commission on health reform, with members from the
health, insurance, and appropriations Committee convened to-
gether. The reform debate played out largely between two camps:
those who wanted deregulation and market-based solutions, and
those who wanted more investment to sustain comprehensive cov-
erage to cover all the uninsured.

Long negotiations resulted in significant amendments to the
original bill, and found a middle ground that won strong bipartisan
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support. Both the health action team and the Joint Committee
were dissolved, once the bill was enacted.

In hindsight, with oversight of the reform split among different
legislative Committees, and no one single stakeholder group to pro-
vide guidance to the overall reform, a vacuum was created that al-
lowed the parties to return to their corners when the inevitable im-
plementation challenges occurred. Enacting health reform, we have
found, is tough. Few states have done it. But implementing reform
is tougher. And I think whenever we think about how to frame a
Federal response, we have to think about the long-term implemen-
tation.

To achieve progress, all parties with strong leadership need to
stick to it, and work together to make mid-course corrections, rath-
er than see each bump in the road as an opportunity to defeat re-
form.

As Alan Weil pointed out, Medicaid is a critical component of any
kind of reform, and we based our reform on it, as well. Since
delinking welfare and Medicaid eligibility, and imposing work re-
quirements, more low-wage and part-time workers receive Med-
icaid because they can’t receive or can’t afford workplace coverage.
The premium assistant provisions within the Medicaid program
need serious reform. They are difficult to administer, pay only for
the employee’s share of the premium, and require a state match.

The Dirigo health reform sought to pool all revenues, including
employer contributions from our small businesses who are covered,
and used those pooled state resources to match Medicaid for eligi-
ble employees and their dependants. CMS rejected our approach,
which will soon be tested in the courts.

There are several other ways that the Federal Government could
take action. Complexity and redundancy are costs in the system.
Streamlining and creating a single system—and that does not nec-
essarily mean a single payer—would help. The Federal Govern-
ment should examine its considerable purchasing power to its
standardizing reporting, payment policy, benefits, eligibility, and
quality metrics.

Secondly, if states are to play a role in health care reform, they
need the capacity to work in a level playing field, and ERISA now
prohibits that. It prohibits much creative work, and even the collec-
tion of key data from self-insured businesses, and needs to be
amended.

I think it is particularly important that we have Jack Lewin
here, from Hawaii, because it reminds us that states have been at
this work for over 30 years. For 30 years, states have been the lab-
oratories of democracy, adopting insurance reforms before HIPAA,
starting children’s health programs before SCHIP.

While states have done extraordinary work to lay the foundation
for reform, each state is operating relatively independently, based
on very different health systems, coverage, and costs, and reflecting
different state priorities. That state-to-state variation results in
fragmentation and complexity across the country, which drives
costs.

Over three decades of state health reform, and the reams of stud-
ies and evaluations analyzing them, suggests to me that it is time
to get out of the laboratory and learn from the decades of state ex-
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perimentation. We cannot reform our health system piecemeal, or
even by further state-to-state innovation. In the spirit of Fed-
eralism, the national government must commit to a national policy
and a clear road map that achieves affordable, quality health care
for all, and finally answers the question: Who pays?

Thank you very much.

[The prepared statement of Ms. Riley follows:]

Statement of Trish Riley, Director, Maine Governor’s Office of Health
Policy and Finance, Augusta, Maine

Thank you for this opportunity to talk with you about lessons learned at the state
level about health care reform. Perhaps the most important lesson about state
health reform is that it comes in waves, each building on the lessons of the past
and learning from the challenges states find in building sustainable health reform
over time. But each wave ultimately collides with the critical question—who pays?

I have been fortunate to have been directly involved in many of these efforts as
a former Medicaid director and to have worked closely with the reforming states in
my service over the past several decades with the National Academy for State
Health Policy. Enactment of Medicaid in the 1960s was arguably the beginning of
state health reform, although the initial wave of state initiated reform began in the
1970s when Hawaii enacted the first mandate requiring most employers to offer
health coverage, advanced soon after President Nixon’s health reform—that in-
cluded a similar provision—had failed. In the decade of the 1970s the first high risk
pools were created. In the 1980s Washington State established the subsidized Basic
Health Plan, Massachusetts enacted the Health Security Act and Oregon created
the Oregon Health Plan. Children’s health plans began in Minnesota and Vermont.

By the early 1990’s 46 states had adopted insurance reforms, children’s health
programs grew in other states and Medicaid waivers yielded Arizona Access,
TennCare and RiteCare, Medicaid managed care based programs to expand cov-
erage. Each of these initiatives had their advocates and detractors, some failed,
some changed, most held on in some form but following the failure of the Clinton
health plan in the early 1990’s state action again stalled and states were in the ebb
of a third wave of reform.

In 2003, Maine led the fourth wave with the establishment of our Dirigo Health
Reform. Our approach was comprehensive health system reform, focusing on afford-
ability and driven by Maine’s per capita health spending, which ranks the second
highest in the U.S. )by then the highest rates of uninsured in New England, decline
in employer sponsored plans and by limits in state budget capacity. In 2002 state
and local revenues in the United States had the slowest growth since records were
kept. Absent any sustainable, new sources of revenue, Governor Baldacci sought to
achieve health reform by improving the efficiency and effectiveness of the health
care system. By improving the system’s efficiency, savings would be created and re-
invested in health care access.

Clear goals are important: “Covering the Uninsured” is not the same goal
as “making sure every man, woman, and child has access to affordable,
quality care”.

Covering the uninsured generally implies that we will find adequate financing to
bring those now without coverage into the insured tent—covered through one or
more of the myriad of coverage options available today or by creating special plans
for the uninsured. Such an approach generally accepts the status quo in how care
is delivered and coverage provided. But with growing pressure on the affordability
of our employer based system, more costs are shifted to employees andcoverage can
become less comprehensive. As a growing number ofpeople use more of their in-
comes for sometimes less coverage, more people are under insured—forestalling
needed care for fear of incurring out of pocket costs they cannot afford. And the lit-
erature is filled with data documenting concerns with quality of care. Our goal of
assuring every man woman and child has access to affordable; quality care seeks
to provide health security for all—those without coverage; those with inadequate
coverage and those who fear rising costs will jeopardize their coverage.

Numerous studies have documented that the U.S. spends far more than other de-
veloped nations yet we leave 47 million uninsured and do not achieve better health
outcomes or quality for that additional investment. In fact, we pay for redundancy,
inefficiency, variation and oversupply. Recently, McKinsey Global Institute pub-
lished “Accounting for the Cost of Health Care in the United States” that concludes
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that even after adjusting for its higher per capita income levels, the United States
spends some $477 billion more on health care than peer countries.

McKinsey notes that higher health spending in the U.S. is not explained by high-
er disease burden but by these factors:

1. Higher input costs—salaries, drugs, devices and profits, (e.g.: we use 20% fewer
drugs yet pay 50-70% more for them and we are the largest consumers of med-
ical devices in the world).

2. Inefficiencies and complexity in the system’s operational processes (eg: we have
3-6 more scanners than Germany, UK, France and Canada).

3. Costs of administration, regulation and intermediation of the system.

McKinsey’s study reinforces Maine’s approach to comprehensive, system reform,
stating “most components of the U.S. health care system are economically distorted
and no single factor is either the cause or the silver bullet for reform”.! While it
is unlikely that Americans, who value choice, will adopt all the provisions that make
other countries’ health care more affordable, unless Americans are ready to embrace
higher costs and a greater investment of our GDP in health, then the cost issues
must be addressed head on.

In crafting the Dirigo Health Reform, Maine’s strategy was to affect cost, quality
and access together, reflecting our conclusion that we had an inefficient health care
system which led to unaffordability of health insurance and a growing number of
people who were under- and uninsured.

We built the program by expanding Medicaid for the poorest of our citizens, estab-
lishing a subsidy program for those just beyond Medicaid eligibility; launching com-
prehensive activities to improve health and reduce the costly burden of chronic dis-
ease; creating the Maine Quality Forum to remediate costly variation in the system;
initiating a variety of cost containment mechanisms; requiring medical loss ratios
in the small and non-group markets; increasing transparency through price posting
and standardized reporting by insurers and hospitals; supporting electronic medical
record diffusion; strengthening certificate of need; establishing a capital investment
fund as an annual budget for new capital investment and facilitating collaboration
among providers.

Our cost containment goal is to assure coverage remains affordable for those who
buy it privately but subsidizing health coverage remains a tool to meet the afford-
ability gap for those with lower incomes. The foundation of Maine’s coverage expan-
sion was Medicaid. From that base we built a sliding scale subsidized insurance
plan, DirigoChoice, targeted to those 3 times the poverty level who were employed
in small businesses with fewer than 50 emplyees,were sole proprietors or individ-
uals—categories that include the majority of uninsured—and built the reform on the
employer based system. Specifically, the plan pooled small businesses to achieve
economies of scale and purchasing power and adopted medical loss ratios in the
small group and individual market to help make those markets more affordable.
DirigoChoice is a voluntary program, recognizing that unless and until insurance
became more affordable, mandates would not be tolerated. The program is financed
through an assessment on insurers and those who administer self—insured plans
that can only be levied if Dirigo’s comprehensive reforms result in documented sav-
ings

When the Dirigo Health Reform began in 2003, Maine had the highest rate of un-
insured in New England. In the years following, as Medicaid expansions took hold
and DirigoChoice became the fastest growing product in the marketplace, every New
England state saw its rate of uninsured increase; only Maine saw its rate fall to
the lowest in the region by 2006.

But our progress has stalled, lacking adequate financing. While $110 million in
savings has been independently documented since the program began, those savings
have been contentious, subject to court challenge and highlight the complexity of
cost containment in health care. Payers of the surcharge assert that reducing the
rate of growth of health care costs is not the same as cost savings. The Legislature
enacted alternative financing this session, including taxes on beer, wine and sug-
ared beverages, but this alternative is also being challenged.

Politics Trumps Policy—The process of enacting and implementing reform
is as important as the reform.

To launch Maine’s reform, stakeholders were convened in a Health Action Team
that met often and in public to guide the Governor’s office in developing the original

1McKinsey & Company, Accounting for the Cost of Health Care in the United States, January
2007; p. 19.
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proposal. The Legislature created a Special Joint Committee on Health Reform with
bipartisan members from the health, insurance and appropriation committees.

The reform debate played out largely between two camps—those who wanted de-
regulation and market based solutions like high risk pools, arguing that lower costs
would assure more coverage and others who wanted more investment to sustain
comprehensive coverage to cover all the uninsured. Long negotiations resulted in
significant amendments to the original bill and found a middle ground that won a
unanimous committee report and strong bi-partisan support in both chambers.

Both the Health Action Team and the Joint Committee were dissolved once the
bill was enacted. Numerous commissions, workgroups and an independent Board of
Trustees for the Dirigo Health Agency assured citizen input throughout the imple-
mentation of the reform, but each group was responsible for a part of the reform
only. In hindsight, with oversight of the reform split among different legislative
committees and no one single stakeholder group to provide guidance for the overall
reform, a vacuum was created that allowed the parties to “return to their corners”
when the inevitable implementation challenges occurred. Amendments to the origi-
nal bill, that eliminated a planned global budget and a fixed assessment that could
not be passed on to premium payers, reduced the ability to generate stable, predict-
able funding and attain the amount of cost savings initially envisioned. As the pro-
gram was launched, additional revisions were required that further challenged the
ability to meet enrollment target timetables developed with the original legislation
and never revised. Rather than recognize that these unexpected factors would slow
but not deter program enrollment, proponents of alternative strategies quickly de-
clared Dirigo a failure and revived advocacy for their favored market based reforms,
which created a challenging environment for program modification and mid-course
improvements.

As Maine’s experience clearly shows, enacting health reform is tough enough—few
states have done so—but implementing reform is even tougher. The devil is indeed
in the details and health reform is a work in progress. But to achieve that progress,
all parties, with strong leadership, need to commit to it and to work together to
make mid course corrections rather than to see each bump in the road as an oppor-
tunity to defeat reform.

Medicaid is a critical component for state-based reform but needs reliable,
counter cyclical financing and clarity in its coverage for eligible, em-
ployed beneficiaries.

Should national health reform maintain the current employer based system, Med-
icaid’s role will remain critical. Medicaid is the essential building block in state
health reform and is of paramount concern to the states and to Congress. As states
face recessions and budget challenges, Medicaid’s funding formula needs to keep
pace with rising costs and demand.

Since de-linking welfare and Medicaid eligibility and imposing work requirements,
an increasing number of low wage and particularly part-time workers, work each
day in firms large and small, and qualify for Medicaid—often ineligible for or unable
to afford workplace coverage. The premium assistance provisions within the Med-
icaid program are difficult to administer, pay only for employee share of premium
and require state match. Additional policy debate needs to address where the role
of the Medicaid program ends and the role of the private employer begins. As costs
escalate, private employers are increasingly reluctant to offer coverage to part-time
workers and to make Medicaid eligible employees part of their workplace health
plan. On the one hand, employers face difficult trade offs as the costs of health care
grows. Increasingly employer—based coverage has passed more and more cost on to
employees. As lower wage employees pay a larger part of their incomes for health
care, we are witnessing a new and growing problem of underinsurance. But employ-
ers must balance the costs of health care against the ability to create jobs or in-
crease wages and states need to be cautious in what demands they place on the very
employers who assist in “welfare to work” programs or who, subject to state regula-
tions they find intolerable, self insure, and abandon the consumer protections of the
fully insured marketplace.

A design feature of the original Dirigo Health Reform sought to pool all revenues
to the Dirigo Health Agency( employer contributions, employee contributions and
others), and use those pooled state resources to match Medicaid for eligible employ-
ees and their dependents. CMS has rejected our approach, which will soon be re-
viewed by the courts.

The states that followed us in this fourth wave of state health reform relied heav-
ily on Medicaid, unlike Maine which coupled system savings with program financ-
ing. Vermont accepted federal flexibility in exchange for a block grant—like ap-
proach to Medicaid. Massachusetts built its program with $400M in Medicaid funds
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that had been supporting their uncompensated care. We appreciate the strength of
Vermont’s initiative but find the block grant approach, which abandons a long es-
tablished health care entitlement program, to be counter—intuitive to efforts to ex-
pand access and, like most states, we did not have access to the Medicaid funds now
supporting Massachusetts’ landmark reform.

Its tfi.me {'{)r a national policy to achieve affordable, quality health coverage
or all.

States serving as laboratories of innovation have gained public attention and
achieved much, filling a void in the absence of national reform. The laboratories of
democracy were at work testing reforms reflected in later Congressional action.
Many states had adopted insurance regulations before HIPAA was enacted; had well
running children’s health programs before SCHIP was born and developed Patients’
Bills of Rights before Congress took them up.

The many and varied state experiments have been operational since at least the
early 1970’s. While states have done extraordinary work to lay the foundation for
reform, each state is operating relatively independently based on very different
health systems, coverage and costs and reflecting different state priorities. While ex-
perimentation has generated significant reforms, it has also created state—to-state
variation that may also account for fragmentation and complexity across the country
which drives costs. Over three decades of state health reform, and the reams of
studies and evaluations analyzing them, suggest to me that it is time to get out of
the laboratory and learn from decades of state experimentation. This is certainly not
to say that there will not be a role for the states in any emerging national health
reform but that a national solution-and national financing—is essential. We cannot
reform our health system piecemeal or even by further state by state imitative. In
the spirit of federalism, the national government must commit to a national policy
that achieves affordable, quality health care for all of us.

We need a national policy that makes the roadmap clear that will achieve the re-
forms needed to address cost and quality and to cover all of so that the U.S. can
take our place as health leaders—not as the country that spends twice as much,
doesn’t get any better health or quality and leaves 47 million without any coverage.

There are several obvious first steps that the Federal Government can take.

Complexity and redundancy are costs in the system. Streamlining and creating
a single system—that does not necessarily require a single payer—would help. The
Federal Government should examine its considerable purchasing power across Medi-
care, Medicaid, FEHBP, Champus and others toward standardizing reporting, pay-
ment policy, benefits, eligibility and quality metrics. If states are to play a role in
health care reform, they need the capacity to work in a level playing field. ERISA
prohibits much creative work and even the collection of key data from self insured
businesses.

In the end, then, the ultimate question remains—who pays? For those of us who
believe we are already paying more than we need to through cost shifting of the
uninsured and the inefficiency in our health care system, cost containment needs
to be a part of any reform. But ultimately, the nation’s uninsured, a growing num-
ber of under-insured and all of us who have coverage now and fear for its future,
need a reliable and sustainable source of financing to affordable, quality care-that
does not sacrifice the access expansions in place now—that only a strong and con-
sistent national policy can assure.

———

Chairman STARK. Mr. Haislmaier.

STATEMENT OF EDMUND F. HAISLMAIER, SENIOR RESEARCH
FELLOW, THE HERITAGE FOUNDATION

Mr. HAISLMAIER. Thank you, Mr. Chairman, Ranking Member
Camp, and Members of the Committee, for inviting me to testify
today. My name is Edmund Haislmaier, I am a senior research fel-
low at the Center for Health Policy Studies at the Heritage Foun-
dation, and I have to give you the caveat that my testimony is my
own, and the Foundation does not take any institutional positions
on these or other matters.

I come here, having spent the last 3 years—or more, actually—
working with over 18 different states throughout the country, with
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very diverse situations. And I would like to share in my 5 minutes
some observations and conclusions that I have reached over the
past 3 years. And I say, literally, diverse. I can recall a week last
September when, on Monday, I was in Anchorage and the following
Monday I was in Tallahassee.

First of all, to follow up on what some of the other panelists have
said, I am impressed by the diversity of states. And that is in a
number of areas: their demographics, their economies, and impor-
tantly, their health delivery systems. Because, remember health
care delivery is always local. Also, in the financing arrangements,
the way the insurance markets are regulated, and the way they de-
sign and operate their public programs.

Now, in looking at this from the federal and state perspectives,
my key observation is that the Federal Government controls a sig-
nificant portion of the financing of health care in this country. The
tax treatment of health care is a key determinant of employer-pro-
vided health insurance—that is, the favorable tax treatment. Of
course, the Federal Government sets the rules for Medicaid and
SCHIP spending. And Medicare, while it is a Federal program, has
a significant impact at the local level, because it is the dispropor-
tionate payer for hospital services.

So, that is what the Federal Government controls. The downside
for the Federal Government control is they have virtually no regu-
lation and no experience in the area of private insurance markets,
nor do they directly regulate the providers: the doctors, the hos-
pitals, et cetera. Thus, if you were to try to construct a national
solution of some kind, you would inevitably have to tackle those
issues.

Just think for a minute: What agency should be tasked with reg-
ulating health insurance? It is a very interesting question. We have
never really come up with a satisfactory solution at the federal
level.

Now, on the state side, the reverse is the case. They have to
work within Federal constraints, particularly on the financing side
of things. But they do have considerable powers to alter their pri-
vate insurance markets, and to regulate providers.

So, I see, as the path forward, states working creatively—and I
would emphasize creatively—within existing parameters of Federal
law. And that is what I have been working with a number of
states, as I said, on doing.

The more I do this, the more convinced I become that the path
forward will be an evolutionary one, not a revolutionary one. I am
convinced of that, because when I look at the politics and the inter-
est groups, and the variables in the equation in any given state,
they are enormous. And then I try to imagine multiplying that by
50, and coming up with a solution that is acceptable to everyone,
and I have trouble seeing how we get there in one big bang.

What should the objective of health reform be? In my written tes-
timony, I have gone on in some length on this. I believe the objec-
tive should be something that we very rarely hear talked about in
health care. We hear talk about cost, access, occasionally quality,
maybe even benefit. But the real missing word, in my view, is
“value.” Are we getting our money’s worth?
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I think that we can all agree that, both at an individual level and
a societal level, we are either paying too much for what we’re get-
ting, or we're not getting what we should be for what we’re paying.
And that is both in terms of our personal interaction with the sys-
tem, and also societal. In other words, we are spending all this
money, yet we have these uninsured.

So, the question for me is how do we increase the value propo-
sition in health care? How do we get more for less? How do we
have health care work like other sectors of the economy, such as
electronics, where next year’s model has more features at the same
price, or maybe even lower than last year’s? That should be the ob-
jective.

Now, the mechanism, as I see it, that will get us there is to focus
more on making the system and the actors in the system—the pro-
viders, the insurers, everybody else—respond to the needs and de-
mands of patients and consumers. I use the term “consumer” to
mean somebody who is buying insurance, but not at the moment
seeking medical care.

What I think was significant about Massachusetts—and I wrote
about this right after it was enacted—is that they essentially tack-
led two things simultaneously. And states that I have been working
with are looking at doing one or the other, or both.

The first key element was insurance market reforms to create—
and to work out the details of—exactly what Dr. Lewin pointed out,
which is to work within the context of employer-provided insur-
ance, but create a mechanism whereby the coverage was actually
chosen by the individual, owned by the individual, and could be
taken with them from job to job, but at the same time didn’t lose
any of the protections of Federal law, or any of the tax benefits,
or the subsidies associated with that. That is the first piece.

The second piece—and, again, this is what Massachusetts em-
barked on, only in part, but other states are looking at going fur-
ther—is to restructure the existing public spending, principally to
shift from subsidizing providers for treating the uninsured, to using
those dollars to buy the uninsured coverage. And I would submit,
Mr. Chairman, that anybody who is interested in expanding cov-
erage needs to look closely at that model. Because if you go about
trying to expand coverage without making that financial shift, then
you'’re, in effect, paying twice for the same thing, and you have got
a tough road to hoe.

Anybody who is concerned about value, about quality, about com-
petition, also needs to look at that, because if you perpetuate a sys-
tem that subsidizes providers for their existence—particularly sub-
sidizes certain providers, versus others—then you will never create
the kind of competition where patients go and insurers steer people
to the providers who offer the best results at the best price.

So, I think, from both the left and right, there is a lot to learn
from that experiment.

Finally, let me conclude by saying that my bottom line in all of
this is that we need to reform the incentives in the system, in
terms of how private insurers operate, in terms of how the delivery
system delivers care, to achieve better value, to create incentives
where the winner is the one that figures out how to provide more
people with better results, at a lower cost.
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Once we do that, the task of making sure that everyone, without
exception, is able to participate in the system, and that the dis-
advantaged are subsidized to buy into it, becomes, in my view, a
much easier task, and is certainly doable.

Thank you very much. I will be happy to answer your questions.

[The prepared statement of Mr. Haislmaier follows:]

Statement of Edmund F. Haislmaier, Senior Research Fellow, The Heritage
Foundation

Mr. Chairman and members of the committee, my name is Edmund F.
Haislmaier. I am Senior Research Fellow in health policy at The Heritage Founda-
tion. The views I express in this testimony are my own, and should not be construed
as representing any official position of The Heritage Foundation.

Thank you for extending to me an invitation to testify before you today on state
health reform initiatives. During the past three years I have had the opportunity
to assist, in one way or another, health reform and coverage expansion efforts in
about eighteen different states.

In the process I have been impressed by the interest of state lawmakers from both
parties, and from widely differing states, in developing health reform solutions that
are truly patient-focused and consumer-centered. I believe that putting patients and
consumers first in health care is the key to creating a value-maximizing health sys-
tem that includes all Americans.

Furthermore, my work with the various states has given me a greater apprecia-
tion for their diversity, including the diversity of their health care financing and de-
livery systems. I have come to believe that the most likely path to national health
reform in the United States is through an evolutionary, not revolutionary, process
resulting from a mix of state and federal initiatives.

With that perspective, I present in this written testimony what I view as the key
prin((i:iples for designing a health system that is truly patient and consumer-cen-
tered.

Key Principles

The fundamental objective of a patient-centered health care system is to maximize
value for individuals and families so that they receive more benefit and better re-
sults for their health care dollars, both as patients and as consumers buying health
insurance. Only when individuals choose and own their own health insurance will
the other actors in the system—health plans and providers—have the right incen-
tives to deliver better value in the form of improved results at lower prices.

If policymakers are serious about real patient-centered, consumer-driven health
carle reform, they should ensure that their legislative proposals embody six key prin-
ciples:

e Individuals are the key decision makers in the health care system. This
would be a major departure from conventional third-party payment arrange-
ments that dominate today’s health care financing in both the public and the
private sectors. In a normal market based on personal choice and free-market
competition, consumers drive the system.

e Individuals buy and own their own health insurance coverage. In a nor-
mal market, when individuals exchange money for a good or service, they ac-
quire a property right in that good or service, but in today’s system, individuals
and families rarely have property rights in their health insurance coverage. The
policy is owned and controlled by a third party, either their employers or gov-
ernment officials. In a reformed system, individuals would own their health in-
surance, just as they own virtually every other type of insurance in virtually
every other sector of the economy.

e Individuals choose their own health insurance coverage. Individuals, not
employers or government officials, would choose the health care coverage and
level of coverage that they think best. In a normal market, the primacy of con-
sumer choice is the rule, not the exception.

e Individuals have a wide range of coverage choices. Suppliers of medical
goods and services, including health plans, could freely enter and exit the
health care market.

e Prices are transparent. As in a normal market, individuals as consumers
would actually know the prices of the health insurance plan or the medical
goods and services that they are buying. This would help them to compare the
value that they receive for their money.
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e Individuals have the periodic opportunity to change health coverage.
In a consumer-driven health insurance market, individuals would have the abil-
ity to pick a new health plan on predictable terms. They would not be locked
into past decisions and deprived of the opportunity to make future choices.

The Key Tests of Reform

Not all health care reform legislation that is labeled consumer-oriented is equally
effective or significant. The key test is whether or not it puts in place structural
changes that maximize the ability of a large number of individuals to make basic
choices about their own health insurance coverage and medical care.

Individuals are both consumers and patients. In a consumer-centered health sys-
tem, individuals directly control the flow of dollars, buy and own their own health
plans, pick the kinds of coverage that they want, and determine which plans offer
them the best value.

In such a system, consumers expect transparent prices, and consumer choice stim-
ulates competition among plans and providers to offer better value for money. That
competition, in turn, drives innovation in both clinical practice and plan design. For
individuals as patients and consumers, value for money is judged in terms of re-
sults: better medical outcomes, improvements in their health condition or status,
cost-effective treatments, and health plans that save them money by helping them
stay well and, when they do need care, by identifying the providers that offer the
best results at the best price for their particular condition.

Thus, true consumer-centered health reform is system-focused reform, not prod-
uct-focused reform. Its objective is to improve performance and results by changing
the basic structure and incentives of health care markets so as to maximize value
for money in health insurance and medical care. It is not simply an exercise in legis-
lating new product designs or trying to plug gaps in coverage by crafting new pro-
grams for targeted subpopulations. Instead, true consumer-centered health reform
focuses on making fundamental structural changes in the system, as opposed to
merely expanding the existing system or micromanaging insurance plan designs or
provider reimbursement methodologies.

Policymakers need to step out of the conventional mindset that accepts the basic
structure of the present system as a given and attempts only to modify it around
the edges. For example, legislative proposals to promote certain product types—e.g.,
health maintenance organizations (HMOs) and health savings accounts (HSAs)—
may well have beneficial effects, but they do not fundamentally change how the sys-
tem functions as long as someone else picks the health plan for the individual. Simi-
larly, no amount of regulatory tinkering with provider reimbursement rates or pay-
ment methodologies can create more than marginal improvements in value as long
as the system vests control over key decisions with employer and government “pay-
ers” who are not the ones receiving the medical care or using the health insurance
policy.

Rather, consumer-centered health reform challenges policymakers to redesign the
basic rules of the health care market to create new incentives for all of the actors
in the system to put the interests of consumers and patients first.

Properly designed structural reforms will also produce a better framework and
new incentives for addressing the current system’s failings in cost, access, and qual-
ity more effectively. If responding to consumer needs and preferences is made the
organizing principle of the system, then insurers and providers will have the right
incentives to develop innovative ways to deliver better value to consumers and pa-
tients in the form of lower costs and improved outcomes.

In a reformed market, competition will produce new and better plan designs, clin-
ical practices, and provider payment arrangements without lawmakers needing to
micromanage the process. At the same time, it will generate new opportunities for
lawmakers to focus public assistance more effectively to ensure that all Americans
have access to the benefits of a system that offers better value.

The fundamental problem with the current system is that it encourages all par-
ticipants (payers, insurers, providers, and patients) to engage in a giant game of
cost-shifting, with each party trying to stick one or more of the others with a bigger
share of the bill. Thus, while there may be plenty of competition in the present sys-
tem, much of it is a zero-sum competition in which there is a loser for every winner.
What America’s health care system desperately needs are structural changes that
create positive-sum competition in which all participants can “win” by working,
often collaboratively, to improve the health care value proposition.!

1For a concise discussion of why structural change is needed and how to refocus competition
on value maximization, see Michael E. Porter and Elizabeth Olmsted Teisberg, “Redefining
Competition in Health Care,” Harvard Business Review, June 2004. For a longer discussion, see
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The Consumer As Key Decision Maker

The place to start examining any economic or social system is with its basic orga-
nizing principle, which is identified by asking “Who is the key decision maker in
the system?” In any economic or social system, the key decision maker is the one
who sets the parameters for the other participants in the system. The other partici-
pants must act in response to the needs or preferences of the key decision makers.

Political science clarifies this process. For example, in a democratic system of rep-
resentative government, the organizing principle is popular sovereignty, identified
by the fact that voters are the key decision makers. Other participants (e.g., office
holders, public employees, lobbyists, and interest groups) operate within the frame-
work of the preferences periodically expressed by voters in elections. To advance his
or her interests successfully, another participant must ultimately persuade voters
either that they already want what the participant is proposing or that they should
want it.

This creates a cascading chain of incentives throughout the system. For example,
the most successful way for a lobbyist to persuade a politician to vote for what the
lobbyist wants is to show the politician how such a vote would be popular with vot-
ers.

Other political systems (e.g., monarchies, aristocracies, and dictatorships) have
different organizing principles, each of which can be determined by identifying the
key decision makers in these systems.

The same holds true in economics. Most market economic systems are “consumer-
driven” because the individual customer is the key decision maker. The other par-
ticipants (e.g., producers, shippers, wholesalers, and retailers) must operate within
the framework of the consumers’ preferences as expressed through their purchases.
To advance their own interests successfully, the other players must find ways to
persuade customers either that they are offering what the customers already want
or that the customers should want what they are offering.

Again, the result is a cascading chain of incentives. Thus, the surest way for a
shipper to get a producer’s business is to demonstrate that it can deliver goods to
retailers or consumers more quickly and at less cost.

As in politics, alternative economic system designs can be recognized by identi-
fying the key decision makers and, thus, the systems’ organizing principles.

For example, the organizing principle of a monopoly is that the economic sector
is “producer-driven.” A monopoly exists (whether by accident or by design) when
only one producer provides a particular product, thus making that producer the key
decision maker. With no alternative producers available, other participants in the
sector (e.g., consumers and retailers) are constrained by what the sole producer de-
cides to produce and its quantity, timing, and price.

Likewise, when suppliers collude, such as through a guild or cartel, the resulting
market can be described as “supplier-driven,” reflecting the fact that suppliers hold
the key decision-making power in that particular sector.

The Health Care Sector Anomaly

In health care, on the supply side of the supply and demand equation are physi-
cians, hospitals, and other health care professionals and institutions. Collectively,
they are commonly referred to as health care providers. On the demand side are
the patients who are seeking or receiving medical treatment. The broader term “con-
sumer” encompasses not only patients, but also individuals who, while not actively
seeking or receiving medical care, purchase related products and services, most no-
tably health insurance.

In the U.S. and many other countries, health care differs from most other eco-
nomic sectors because government policies have sponsored, promoted, and main-
tained an anomaly in the sector—an additional set of participants known as third-
party payers. While individuals always ultimately pay the costs of any health sys-
tem, governments have instituted policies that effectively divert a portion of their
incomes into the hands of others (the payers), who then make the basic or key deci-
sions on how to spend the money on behalf of patients.

The simplest variant of this arrangement is the single-payer system, in which the
government taxes its citizens and then pays medical providers for treating them.
The U.S. and some other countries have developed multipayer variants of the same
basic model.

Michael E. Porter and Elizabeth Olmsted Teisberg, Redefining Health Care: Creating Value-
Based Competition on Results (Boston, Mass.: Harvard Business School Press, 2006). See also
Regina E. Herzlinger, Who Killed Health Care? America’s $2 Trillion Medical Problem—and the
Consumer-Driven Cure (New York, N.Y.: McGraw-Hill, 2007).
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In multipayer health systems, the government is almost always one of the payers,
but its role is more limited than in single-payer systems, typically operating tax-
funded medical care payment programs only for certain subgroups of the population.
For example, in the U.S., the Federal Government runs a tax-funded single-payer
system for the elderly called Medicare, while the state governments run a similar
system for the poor called Medicaid.

However, for the majority of individuals in countries operating multipayer health
systems, the relevant third-party payers are private entities: most often their em-
ployers, although in some instances unions or associations. These private payers di-
vert a portion of their workers’ or members’ income either to buy health insurance
or to pay medical bills directly on behalf of their employees or members. These ar-
rangements can be either mandatory, as in Germany, or voluntary, as in the U.S.2

Yet, in a voluntary third-party payment system, individuals are unlikely to hand
over large chunks of their income and the authority to spend it without something
that makes the arrangement significantly more advantageous to them than buying
the services directly. That is particularly true for something as personal and impor-
tant as health insurance and medical care.

In the U.S., these arrangements exist largely because employee compensation that
is diverted through employers to buy the employees’ health insurance is exempt
from federal income and payroll taxes. In contrast, if workers wanted their employ-
ers to divert part of their compensation for other purposes—such as buying gro-
ceries, paying for their housing, or leasing cars for their personal use—they would
find that tax law treats such arrangements as income and taxes the workers accord-
ingly. While the law does not prevent employers and workers from entering into
third-party payment arrangements for food, housing, transportation, or anything
else, such arrangements are uncommon because they offer no clear advantage (tax
or otherwise) to workers over receiving their compensation in cash and then paying
directly for the goods or services of their choice.

The Evolution of the Health Care System

Current health care systems are a relatively recent phenomenon. They evolved in
response to advances in biology, chemistry, and physics since the end of the 19th
century that transformed medicine into a scientific discipline and an expanding eco-
nomic sector. Even though the purpose of medicine is to better the lives and health
of patients, the health care financing arrangements that evolved over the past cen-
tury have never been truly consumer-centered.

Through at least the first half of the 20th century, health systems were essen-
tially provider-centered. Patients were expected to defer to the judgment of medical
professionals and to pay what was charged. It was considered highly unprofessional
for physicians to engage in explicit price competition. Hospitals granted admitting
privileges to physicians, and physicians referred patients to the hospitals where
they had such privileges. Thus, a hospital’s real customers were the doctors who
controlled the flow of paying patients, not the patients themselves.

This basic structure persisted even as third-party payers, whether governments
or employers, were introduced into the equation. Third-party payers were expected
to pay the usual and customary charges billed by physicians and hospitals for their
services, but not to question the benefits, quality, or value of these services. This
provider-centered focus can be seen in early health insurance arrangements. For ex-
ample, in the 1930s, hospitals organized Blue Cross and doctors organized Blue
Shield to guarantee providers steady, predictable income streams by having pa-
tients—and later, their employers—effectively prepay for medical care on a subscrip-
tion basis.

However, the resulting growth in the cost of medical care eventually spurred pay-
ers to start questioning the bills, beginning in the 1970s. At first, the focus was on
the prices charged by providers. Payers, both government programs and private in-
surers working for the employers who were their customers, imposed payment limits
on provider charges. Over time, those initial limits evolved into complex and com-
prehensive payer-imposed provider fee schedules.

However, as the payers soon discovered, prices constituted only half of the cost
equation. Costs were still climbing thanks to steady increases in the volume and in-
tensity of the medical care being provided. In recent decades, payers have tried to
tackle this other half of the cost equation with a variety of restrictions on patient
access to specific treatments or technologies.

2For a concise overview of the German health system, see David G. Green, Ben Irvine, and
Ben Cackett, “Health Care in Germany,” Civitas, 2005, at www.civitas.org.uk/nhs/germany.php
(April 15, 2008).
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The result is that today’s health care financing systems, whether at home or
abroad, are functionally payer-centered, with third-party payers having displaced
providers as the key decision makers in the system.

In this specific sense, there is no qualitative difference between a single-payer sys-
tem and a multipayer system. Both systems are payer-centered. Consequently, both
systems generate the same incentives for other participants to respond to payers’
demands and preferences rather than those of providers or patients. In a single-
payer or a multipayer system, the payers decide whether or not to contract out to
private insurers all or part of their role in managing the system, and they deter-
mine the terms and extent of such contracts. Private insurers therefore first serve
the interests of the third-party payers who are their customers.

Thus, the relevant question is “For whom do the private insurers work?” not “Are
private insurers part of the system?”

The Alternative: A Patient-Centered, Consumer-Based System

The obvious shortcoming of a provider-centered system is that it distorts the sys-
tem in the direction of providing more, regardless of cost. The natural tendency of
providers is to assume that increasing the volume and intensity of medical services
will generate more benefit. Of course, this assumption is not consistently true. De-
pending on the circumstances, a particular test or therapy can be unnecessary or
ineffective. Indeed, many medical interventions entail significant risks to the patient
and can cause more harm than good. At other times, the modest benefits are not
worth the costs.

In contrast, the shortcoming of a payer-centered system is that it distorts the sys-
tem in the opposite direction by focusing on the cost side of the equation to the det-
riment of the benefit side. The most obvious, most effective, and simplest way to
limit costs is by not spending money, but simply paying less or refusing to pay at
all does not inherently produce more benefit or better value for the patient.

Furthermore, both a provider-centered system and a payer-centered system have
an inherent bias to favor short-term considerations over long-term considerations.
In a provider-centered system, the incentive is to do more now without adequately
considering the possibility that such a course of action could produce a worse result
later. In a payer-centered system, the incentive is to save money today without ade-
quately considering the possibility that this could increase future costs.

Neither a provider-centered system nor a payer-centered system has the requisite
incentives to maximize value systematically and consistently. Only consumers have
a natural interest in a system that reduces costs while simultaneously improving
results over the long term.

For any economic system to be value-maximizing, it must consistently and broadly
reward consumers with lower cost and greater benefits if they seek the best value
and must reward producers and suppliers with more business and higher incomes
if they offer a better value than their competitors.

Thus, the foundational insight behind consumer-centered health care reform is
that the only way to achieve better value in health care is to make the consumer
the key decision maker in the system. Only when users and payers are the same
will the incentives in the health care system properly align to seek and generate
better value. Since third-party payers are never the users of the system—doctors
and hospitals, not governments or companies, provide medical care to people—the
only way to align the incentives to produce better value is to give those who use
the system (patients and consumers) control over the funding and the associated
spending decision. No other alternative arrangement can systematically and consist-
ently produce more for less and secure value for the patient.

The Objectives of Patient-Centered, Consumer-Based Reform

The overarching objective of consumer-centered health care reform is to transform
the health care market into one that maximizes value, meaning that the system’s
operational dynamic is competition among participants to produce better results at
lower cost for patients and consumers. Once delivering better value to consumers
becomes what enables other participants (e.g., doctors, hospitals, insurers, drug
makers, and insurance agents) to “win” within the system, many of the current
problems start to solve themselves. A consumer-centered system begins to control
costs because it creates increased pressure to justify costs better in terms of dem-
onstrated benefit. At the same time, a consumer-centered system generates pressure
to improve results by demanding data showing that anticipated benefits are com-
mensurate with expected costs.

Consumer choice also creates stronger incentives for measuring and reporting
quality and performance because consumers need that information to make better
decisions, thus producing improvements in those areas as well. Even a portion of
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the access problem begins to solve itself. When health insurance attaches to the per-
son instead of to the job, fewer people encounter circumstances in which they lose
their health insurance coverage, and the size of the uninsured population is com-
mensurately reduced.

A secondary objective is to provide lawmakers with a better foundation on which
to build complementary public policies that more effectively address those access
issues that competitive markets alone cannot solve. For example, the existence of
a consumer-centered market for food makes it easier for policymakers to assist those
who need help beyond what the market can provide through such means as sub-
sidies in the form of food stamps or targeted incentives for grocery stores to operate
in economically or geographically marginal, underserved areas. In a similar fashion,
the presence of a consumer-centered, value-maximizing health system would allow
lawmakers to focus tax dollars on helping those individuals who are financially or
geographically disadvantaged to “buy into” a well-functioning system.

Another secondary objective is to encourage greater innovation. In this regard,
health system innovation encompasses not only medical innovation to produce new
and better treatments and therapies, but also innovation in organization and financ-
ing such as developing better clinical practices for treating patients, better provider
payment arrangements, and better insurance plan designs.

This last point is particularly important. By putting the interests of patients and
consumers first, a consumer-centered system forces other participants, particularly
insurers and providers, to rethink their relationships and interactions. The current
confrontational dynamic, in which providers try to force payers to spend more and
payers try to force providers to charge less and do less, becomes an unproductive
strategy for both sides because it does not produce the better value that consumers
want. Instead, in a consumer-centered market, providers and insurers would find
that they can both win (gain market share and increase income) if they collaborate
to deliver better value (more benefits for less costs) to patients and consumers. This
forces them to think more creatively and urgently about how providers can improve
their quality, results, and efficiency and how insurers can restructure provider pay-
ment and contracting arrangements to capture newly created value and pass the
savings and benefits on to their customers.3

The Key Principles of Real Reform

Lawmakers looking to design the right policy framework for enabling a consumer-
centered, value-maximizing health system need to start with six key principles.

Principle #1: Individual consumers are the key decision makers in the sys-
tem.

In a consumer-centered health care system, individuals are the key decision mak-
ers with respect to medical treatments and health insurance. The current payers in
the system (governments and employers) will still play an important role, but in a
different fashion. They will no longer manage the details of the system, but will in-
stead play supporting roles in assisting consumers, who become the system’s pri-
mary decision makers. The role of employer will center on providing their employees
as consumers with financial engineering and decision-support services.

The financial engineering aspect encompasses various employer strategies to help
workers participate in the system more efficiently. For example, the workplace is
a convenient location for distributing information and handling administrative
tasks, such as workers choosing coverage from a menu of options during an annual
open season. Similarly, employer participation in an automatic payroll deduction
system for insurance premiums is an administrative efficiency that benefits workers
at very little cost to employers.

Most important, as long as federal tax policy treats worker compensation for
health care as tax-free to the worker if it is passed through the employer’s hands,
employers can leverage the tax code to ensure that their employees’ spending on
health insurance and medical care takes advantage of that favorable tax treatment.
Doing so effectively lowers the cost of health insurance and medical care to workers
by 15 percent to 50 percent because workers do not pay taxes on this compensation.4

3See Porter and Teisberg, “Redefining Competition in Health Care” and Redefining Health
Care: Creating Value-Based Competition on Results.

4The value to a worker of the tax exclusion for employer-sponsored health insurance is equal
to the combined marginal income and payroll tax rates that would be imposed if the compensa-
tion were instead paid to the worker as taxable cash income. For a low-wage worker with no
federal income tax liability, the tax exclusion is worth 15.3 cents per dollar of health benefits,
reflecting the combined employee and employer payroll (FICA) tax rate. Thus, the value of the
tax exclusion for that worker is effectively a 15 percent discount on the cost of buying health
insurance. For a worker in the 28 percent income tax bracket, the value of the tax exclusion
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Employers can also play a decision-support role by assisting their employees with
information and guidance in making health care choices. Most often, this will take
the form of the employer or an insurance broker under contract with the employer
helping individual workers pick the insurance plans that best suit their personal cir-
cumstances and preferences. Employers can also offer their employees a range of re-
lated services, such as workplace clinics; health promotion programs; information on
the costs, risks, and benefits of common treatments; and comparative data on the
quality and results of health care providers. Employers inclined in this direction will
find that numerous vendors already exist who are willing and able to bring these
and similar programs into the workplace.

For governments, their role in a consumer-centered system shifts to financial as-
sistance. Ultimately, the goal should be for the government to stop trying to design
and operate public health insurance plans and instead focus on providing disadvan-
taged individuals with the necessary funds to buy into the same consumer-centered
system that everyone else uses.

This will primarily take the form of steps to shift public assistance from a defined-
benefit model to a premium-support model. In the current defined-benefit model, the
government operates separate public health insurance plans for specified subsets of
the population—something that government is poorly equipped to do competently.
In a premium-support model, the government would operate programs to supple-
ment the incomes of those who do not have sufficient funds to buy adequate health
insurance and medical care in the market, just as the government now does with
food stamps to help the poor buy groceries.

In some places, such as rural areas or economically distressed locations, govern-
ments might also provide assistance in the form of targeted subsidies or incentives
to ensure that essential health services are available—for example, by funding clin-
ics or offering inducements to health professionals to practice in those areas.

Principle #2: Individuals buy and own their own health insurance cov-
erage.

For a health system to be consumer-driven, health insurance coverage must be
purchased and owned by individual consumers. In other words, the coverage con-
tract must be an agreement between the insurer and the individual consumer. If
the contract is between the insurer and some other party, such as an employer or
a government, then the other party, not the individual consumer, is the insurer’s
real customer.

While at one level a coverage contract is a legal arrangement, it is primarily an
economic arrangement. The legal aspects of the contract simply define the specifics
of the underlying economic arrangement between the insurer as the supplier and
the counterparty as the customer. As a supplier, the insurer is legally obligated and
economically motivated to work in the interest of its customers. However, when the
counterparty is an employer or government, that entity becomes the insurer’s cus-
tomer, and the counterparty’s interests may differ from or be contrary to the indi-
vidual’s interests, even if the coverage is ostensibly purchased for the individual.

A simple analogy illustrates this key point. When a parent purchases breakfast
cereal for a child, the customer is the parent, not the child. The parent and the child
may have different opinions as to the best cereal to purchase. Indeed, these different
opinions likely result from differences between the interests and preferences of the
parent and the child. For example, the child likely prefers flavor over nutrition,
while the parent will likely view nutrition as more important than flavor. Of course,
the child’s preferences likely influence, at least partially, the parent’s decision, and
cereal makers may even try to exploit this by pitching advertising to the child in
the hope that he will influence his parents.

Ultimately, the buying decision rests with the parent, who is therefore the cereal
maker’s true customer. For the child to be the customer, the child must make the
purchasing decision, using either his own money or money given him by a parent.
Absent such a shift in decision-making authority, to sell more cereal, the cereal
maker must first make its products attractive to the parents who will buy them,
regardless of how attractive it makes the cereals to the children who will eat them.
This means that the cereal maker must focus on the aspects that matter most to
parents, such as nutritional content or pricing that gives them good value for their
money.

is 43 percent (15 percent payroll tax plus 28 percent federal income tax) and, depending on the
applicable state income tax rate, can approach 50 percent when avoidance of state taxes is in-
cluded.
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While parents letting their children choose which breakfast cereal to buy is prob-
ably not a good idea, having individual consumers—not their employers or the gov-
ernment—choose their own health insurance plans is a good idea.

Principle #3. Individual consumers choose their own health insurance cov-
erage.

Individual ownership of coverage is an essential criterion for a consumer-driven
market, but it is not the only criterion. A market characterized by individuals pur-
chasing the product is still not a consumer-driven market if only one product is
available, if there is only one supplier, or if the suppliers are organized in a cartel.

In such monopolistic circumstances, the lack of meaningful choice for consumers
means that the key decision-making power still resides on the supply side of the
economic equation. For the market-shaping power of the key decision maker to shift
from the supply side to the demand side, consumers must have a choice of com-
peting products and suppliers. Only then must suppliers respond to consumers in-
stead of the other way around.

The linchpin of a consumer-centered health care market is the opportunity for in-
dividuals to choose the health insurance coverage that best suits their own pref-
erences. While choice of health care providers is certainly essential to a well-func-
tioning, consumer-centered market, the ability to choose among a diverse array of
competing health insurance plans is the most important feature. This is true for two
reasons.

First, health insurance is the principal mechanism for financing medical care. In-
deed, this is true even when consumers opt for high-deductible plans and purchase
much of their routine medical care directly from providers. For a health system to
be truly consumer-centered, individual consumers must ultimately decide how the
money in the system is spent. Thus, the first and most basic decision that con-
sumers must be allowed to make is which health insurance plan to purchase.

Second, the choice of a health insurance plan of necessity incorporates a whole
set of other implicit choices, such as what the plan will pay for versus what the con-
sumer will purchase directly from providers, how and from whom the consumer will
receive care, and how the plan will assist consumers in deciding among competing
providers and treatment options. This last consideration is particularly important.
Even the most sophisticated consumer may not have all of the relevant information
available or have sufficient time to gather and analyze it when deciding among pro-
viders and treatments. However, health plans have—or should have—the informa-
tion and expertise to assist consumers in making these decisions.

What consumers want is good value—meaning the best medical care at the best
price. In a competitive market in which consumers choose their own health insur-
ance, insurers succeed and prosper by offering consumers a better value proposition
than their competitors offer. In other words, they apply their data and expertise to
finding their customers the best medical care at the best price or, better yet, to find-
ing ways to help their customers minimize their medical spending by staying or be-
coming healthy.

Thus, when individual consumers decide which insurance plan to purchase, insur-
ers become the consumers’ expert agents, helping them to navigate the health care
system and obtain the best results at the lowest cost.

Principle #4: Individuals have a wide range of coverage choices.

In any truly consumer-centered market, multiple suppliers compete to offer con-
sumers better products at better prices. Yet for market competition to produce bet-
ter value consistently—that is, by simultaneously increasing benefits while decreas-
ing costs—consumers must be free to choose from a range of different options, and
suppliers must have wide latitude to innovate in meeting consumer demands and
preferences with new and better products. Thus, a precondition to any well-func-
tioning, consumer-centered market is that lawmakers avoid unduly restricting ei-
ther the options available to consumers or the scope for supplier innovation.

Government does need to set some basic rules for any well-functioning market.
Much like establishing product safety standards or a uniform system of weights and
measures, government can establish rules that facilitate well-functioning markets
without unduly restricting supplier innovation or consumer choice. However, for a
competitive market to function optimally, the basic rules need to permit wide scope
for suppliers to innovate in developing new and better products and features to meet
consumer needs and preferences.

Furthermore, lawmakers need to recognize that not all consumers have the same
needs, preferences, or priorities. Suppliers must be free to innovate in offering dif-
ferent products to different subsets of consumers, targeting their different needs and
preferences. This is particularly important in the health care sector where con-
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stantly expanding scientific knowledge and the resulting innovations in medical
treatment force continual reassessment of what is “best” for individual patients and
specific medical conditions.

For example, in health care, it is appropriate for government to limit the practice
of medicine to those who demonstrate adequate knowledge and skill, but lawmakers
should avoid inappropriately restricting provider competition with rules beyond
those necessary to ensure basic provider competence and patient safety. Likewise,
lawmakers should also take care to avoid imposing regulations that needlessly
micromanage providers, stifle innovation in clinical practices, or favor one set of pro-
viders over another.?

In the same fashion, lawmakers need to set basic standards and rules for health
insurance products and the companies that offer them. Yet they need to resist the
temptation to substitute their judgment for the consumers’ judgment.

In setting health insurance market rules, lawmakers should focus on establishing
the broad market parameters and allow market competition to work out the details.
For example, in setting coverage standards, lawmakers should limit themselves to
specifying basic coverage categories, such as physician services, hospital services,
and prescription drugs. They should avoid micromanaging the market by, among
other things, imposing coverage mandates for specific conditions or treatments or
by stipulating how plans must contract with providers.

Similarly, lawmakers should not enact measures that favor one particular plan
design over others. Government policy should treat all plan designs (e.g., HMO, pre-
ferred provider organization (PPO), indemnity insurance, and HSA with high-de-
ductible insurance) equally. Such an approach not only permits beneficial competi-
tion and innovation, but just as importantly respects and accommodates differing
personal preferences among consumers.

Principle #5: Prices are transparent to consumers.

The same holds true in establishing rules for the price side of the price/benefit
equation. In all cases, lawmakers should avoid direct “price setting” because such
interventions inevitably distort the market in ways that end up harming both sup-
pliers and consumers.

Yet government does play a legitimate role in ensuring that a market functions
fairly and smoothly by establishing basic pricing rules, which enable consumers to
comparison shop effectively by clearly informing them up front about the price of
each option. For example, government requires grocers to include the unit price on
the label of products sold by weight or volume and requires lenders to disclose the
effective annual percentage rate (APR) of a loan when offering financing to prospec-
tive borrowers.

In a similar fashion, lawmakers will need to reach agreement with stakeholders
on the appropriate standards for calculating and communicating prices to consumers
in the health system. While enhanced price transparency at the provider level will
certainly improve the functioning of the health system, the bigger issue will be the
rules for how insurers price their health plan offerings.

Because insurance premiums can be calculated in a number of different ways,
lawmakers need to establish rules for reporting those prices so that consumers can
comparison shop among the different offerings. In other words, which factors and
parameters will be used in reporting prices? Will prices (premiums) be reported on
an age-adjusted basis? If so, will the competing plans produce rate tables priced in
one-year age increments, or will five-year age increments be sufficient for insurers
and simpler for consumers? Lawmakers will need to address similar questions about
other possible rating factors, such as geography and family status.

Regardless of the specifics, lawmakers need to establish some set of basic rules
on reporting premiums. Otherwise, if competing insurers priced their plans in dif-

5Examples of such counterproductive regulations include certificate-of-need laws that restrict
the availability of medical facilities, technologies, or services; insurance benefit laws that dictate
how plans are to pay certain favored health care providers; and laws that unreasonably restrict
competition among providers, such as ones that bar the creation of specialty hospitals. For fur-
ther discussions of these various regulations, see Michael J. New, “The Effect of State Regula-
tions on Health Insurance Premiums: A Revised Analysis,” Heritage Foundation Center for Data
Analysis Report No. CDA06—04, July 25, 2006, at www.heritage.org/Research/HealthCare/
c¢da06-04.cfm; Ashok Roy, “How Congress Is Killing Competition: The Future of Specialty Hos-
pitals,” Heritage Foundation WebMemo No. 1740, December 13, 2007, at www.heritage.org/Re-
search/HealthCare/wm1740.cfm; U.S. Federal Trade Commission and U.S. Department of Jus-
tice, Improving Health Care: A Dose of Competition, July 2004, at www.justice.gov/atr/public/
health _care/204694.htm (April 15, 2008); and Patrick A. Rivers, Myron D. Fottler, and Mustafa
Zeedan Younis, “Does Certificate of Need Really Contain Hospital Costs in the United States?”
Health Education Journal, Vol. 66, No. 3 (September 2007), pp. 229—244.
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ferent ways, or if insurers customized the premium charged to each individual cus-
tomer, it would be difficult or even impossible for consumers to comparison shop
among plans. Without some agreed convention on reporting prices, the balance of
power in the market shifts back to the supplier because the answer to the con-
sumer’s question “What is the price?” becomes “It depends.” This makes it difficult
for consumers to weigh the relative costs and benefits of competing options accu-
rately and makes the market supplier-driven instead of consumer-driven.

The specifics of the pricing convention are less important than making certain
that some standard pricing convention is used. For example, for many years the
standard convention on the New York Stock Exchange was to price stocks in eighths
of a U.S. dollar, while the London Stock Exchange used hundredths of a British
pound. Although they used different pricing conventions, both markets worked
equally smoothly. Indeed, when U.S. stock markets switched to using hundredths
of a U.S. dollar, some market participants fared marginally better or worse than
they had fared under the previous convention, but the markets continued to func-
tion smoothly. In contrast, a stock market would become less transparent and less
efficient if each company was listed using its own choice of currency and fractional
system.

In setting these and other market parameters, lawmakers should focus on ensur-
ing that the resulting rules are transparent and equitable to consumers and that
they provide insurers with a level playing field while accommodating their legiti-
mate business concerns.

Principle #6: Consumers have regular opportunities to make coverage
choices on predictable terms.

For a market to be truly consumer-centered, individuals must be able, at least pe-
riodically, to reconsider past purchasing decisions and make different ones. A mar-
ket that restricts consumer choice by unreasonably locking consumers into past deci-
silons also has the effect of shifting the balance of power in the market back to sup-
pliers.

For example, if a market rule locked consumers into buying new cars only from
the manufacturers of their first cars, this would clearly shift market power from
consumers back to suppliers and reduce producer competition and its resulting ben-
efits. With much of its customer base locked into its product line, each producer
would have significantly less incentive to respond to consumer demands for better
products, more innovative features, and lower prices.

For the health insurance market to be truly consumer-driven, a clear set of rules
must establish when and under what terms consumers can choose among competing
options. Otherwise, adverse selection or constant churning could undermine the sta-
bility and viability of these markets. Nonetheless, these rules need to ensure that
the market puts the interests of consumers firmly ahead of the interests of suppliers
(tlhe insurers) while still accommodating the legitimate business concerns of the sup-
pliers.

This feature of consumer-centered health reform will likely be the most unsettling
to many insurers because it will require them to adjust their business practices to
accommodate a new market dynamic in which the customer picks the supplier. In
the current dynamic, the supplier picks its customers through various strategies
that focus on selling to some potential customers but not to others.

In setting this portion of the market rules for a consumer-centered system, law-
makers need to start from a clear understanding of both the product in question
and the needs and behavior of consumers.

A significant portion of any health insurance plan is not insurance in the classic
sense of financial protection against unpredictable risks or costs. All health insur-
ance plans still retain some element of this protection, but it is no longer their pri-
mary feature. Rather, a large share of health insurance today consists of prepay-
ment for medical care of varying cost and predictability. While the concept of using
health insurance to pay for a full range of possible medical care was originally de-
veloped decades ago to serve the providers’ interest in having more predictable in-
come, that concept has since superseded its original intent.

Today, health insurance plans are a way for consumers to manage their need to
finance medical care of varying predictability. In recent decades, advances in med-
ical science have steadily made more medical services more predictable for more pa-
tients. Furthermore, the current trends in scientific discoveries and their practical
applications in the clinical setting will make even more medical care more predict-
able for more patients in the future. This is an irreversible dynamic that is driven
by steadily expanding knowledge in the basic sciences of biology, chemistry, and
physics, closely followed by constant practical innovation in applying that knowledge
to the development of new tests and therapies.
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This ongoing scientific evolution has several practical implications for health in-
surance and health insurance markets. First, it is no longer practical or desirable
for policymakers to attempt to fight the rising tide of scientific knowledge by trying
to restrict health insurance plans to paying only for the limited and ever-shrinking
share of medical care that is genuinely unpredictable. Even the more consumer-di-
rected plan designs that limit coverage by requiring subscribers to pay directly for
more of their routine care will need to evolve to accommodate this new reality—for
example, through mechanisms to ensure that incentives are properly aligned be-
tween the care that subscribers purchase directly and the care paid for by the
plan—so that the totality of treatment is integrated and produces optimal results.
While such plans will continue to attract a share of consumers, they will need to
demonstrate in a competitive market that the total proposition offered—the com-
bination of services paid directly by the consumer and services reimbursed by the
plan—is a good value compared to other plan designs and produces a combined out-
come for the consumer that is as good as or better than that offered by alternative,
competing arrangements. Second, plans will need to become more of the consumer’s
“expert agent” who works to identify for customers the best providers and treatment
options available at the best prices. Some current business practices, such as negoti-
ating provider contracts based mainly on price and then steering patients to those
providers, will not compete adequately in a value-maximizing market.6 Instead,
plans will need to develop new strategies. For example, they might cover all pro-
viders in a given market but vary patient co-pays according to an analysis, which
the plan makes available to its subscribers, of which providers offer the best results
at the best prices. Pharmacy benefit managers have already pioneered such a busi-
ness strategy in the form of tiered co-pays for different competing drugs. Third, a
consumer-centered system will need to curtail some current insurer underwriting
practices that exclude, limit, or charge above-standard rates for coverage for certain
individuals or certain medical conditions. While these traditional practices will need
to be retained in a limited form as penalties against those who wait until they are
sick to buy coverage, they cannot be applied when individuals with coverage choose
a different plan if the new market is truly consumer-centered. One of the important
incentives for purchasing health insurance when an individual is healthy must be
the assurance that future changes in health status will not disadvantage the indi-
vidual when retaining existing coverage or choosing new coverage.” Fourth, as
science increasingly makes more medical care more predictable, health plans must
recognize that they are increasingly less in the business of cross-subsidizing unpre-
dictable risks and more in the business of cross-subsidizing health status. In this
regard, cross-subsidizing health status is not only a horizontal exercise—commonly
understood as the healthy paying for the sick—but also a longitudinal one in which
a healthy person today will probably be in poorer health at some point in the future
or even vice versa.A competitive, consumer-centered system will force insurers to
rethink some of their business practices in this area as well. For example, insurers
might experiment with offering features such as multi-year contracting, premium
discounts for participation in wellness or disease management programs, or cash re-
bates to subscribers who successfully meet agreed-upon health improvement goals.
These and other novel plan designs can create powerful new incentives for con-
sumers, providers, and insurers to work together to achieve better value by keeping
or making consumers healthier at a lower cost. Fifth, lawmakers must ensure that
the market rules in this regard are fair to consumers, while also accommodating the
legitimate business concerns of insurers. For example, if consumers are to be able
to choose coverage at standard rates regardless of health status, it will be necessary
to limit when consumers can make these choices to avoid confusion in the market.
For instance, consumers could be limited to choosing or changing coverage only dur-
ing an annual open season, or for some other fixed period of time, with exceptions
for special circumstances such as loss of employment or loss of coverage under a

6See Porter and Teisberg, “Redefining Competition in Health Care” and Redefining Health
Care: Creating Value-Based Competition on Results.

7 As a practical matter, in the employer group market, federal law already provides for limited
guaranteed issue of coverage and prohibits individual medical underwriting. Consequently, con-
sumer-centered insurance market reform within the existing framework of employer-sponsored
coverage will focus primarily on expanding the coverage options available to workers and shift-
ing ownership of the policy from the employer to the individual. That way, coverage becomes
truly portable and the interests of insurers are aligned with those of consumers who are seeking
better results for their health care dollars. Such changes in the employer context are analogous
to the changes introduced by 401(k) plans, which created the option of individual choice, owner-
ship, portability, and control within the framework of tax-favored employer-sponsored retire-
ment savings. The more contentious aspect will be expanding those same rules to include the
non-group market as well.
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spouse’s plan.Similarly, lawmakers will need to work closely and cooperatively with
insurers to devise risk-adjustment mechanisms to give insurers incentives not to
avoid subscribers with health problems, but rather to help them get better outcomes
at better prices or even to specialize in identifying and organizing cost-effective
treatments for patients with specific conditions, such as diabetes, cancer, and heart
disease. The market will need risk-adjustment mechanisms that allow each insurer
to accept all customers regardless of their individual health status and that permit
all insurers to aggregate a portion of their large claims and equitably redistribute
these costs across all consumers in the market.®

Conclusion

The current debate over health care reform is usually framed in terms of address-
ing cost and access problems, accompanied by occasional discussions about the need
to improve quality and outcomes in the system. Yet those issues are all manifesta-
tions of a more fundamental dissatisfaction with the status quo. Implicitly, both pol-
icymakers and the public are motivated by a sense that health care today is not
%ivinlg up to their expectations for value at either the individual level or the societal
evel.

While America’s current health system has clear strengths, it also has significant
weaknesses. For all the benefits that it provides in helping people to live longer and
healthier lives, America’s health care system seems too costly, confusing, inefficient,
and uneven in its results, and it leaves too many people without adequate access
to its benefits. Fundamentally, Americans as individuals and as a society intuitively
reclognize that the present health system could do a much better job of delivering
value.

Put simply, Americans rightly sense that either they are paying too much for
their present health system or the system should be delivering better results given
what they are already paying.

The solution and the challenge for policymakers is to undertake the reforms need-
ed to transform the present system into one that does a much better job of reward-
ing the seeking and creation of better value. As the experience of other economic
sectors shows, health care need not be a zero-sum game in which costs can be con-
trolled only by limiting benefits and benefits can be expanded only by increasing
costs. Rather, a value-maximizing system will simultaneously demand and reward
continuous improvements in benefits while continuously reducing costs.

Such a value-maximizing result can be achieved in health care only if the system
is restructured to make the consumer the key decision maker. When individual con-
sumers decide how the money is spent, either directly for medical care or indirectly
through their health insurance choices, the incentives will be aligned throughout
the system to generate better value—in other words, to produce more for less.

All Americans should be able to agree with the goal of creating a value-maxi-
mizing health care system. Consumer-centered health care market reforms are the
only effective means for achieving that goal.

This concludes my prepared remarks. Thank you Mr. Chairman and members of
the committee for the opportunity to testify today. I will be glad to answer any ques-
tions you may have.
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————

Chairman STARK. Well, thank you all. I—it is an amazing and
complex problem.

Let me just try a couple of issues that I have been concerned
about, and maybe we can—there is this—if there are no children
in the audience—a horrid word—a few back there? Oh, I am sorry.
But in mixed company, and in polite society, this word “mandate”
has caused great concern among parents. They rush to their chil-
dren, put wax in their ears, and get them out of the room.

But last time I looked, the former Governor of Massachusetts
who I don’t recall ever being accused of being a flaming liberal.
And I don’t recall Governor Schwarzenegger being accused of being
a Socialist, save perhaps in Germany or Austria. But both were
able, one way or another, to use that word “mandate.” And I sus-
pect we have it in auto insurance and driver’s licenses and in-
come—we have a lot of mandates in our lives.

Is there—are there any of you who feel that we can achieve, over
a period of time, universal coverage and a reasonable quality of
care for all of our residents, without using mandates, whether it is
requiring certain groups—businesses to pay, for example, or all
people to have a policy, or have a provider, if they can afford it?
Is there a major objection to a mandate? Jack?

Dr. LEWIN. Well, I think that—you know, we don’t have any-
thing to point to in this country, Chairman, that would indicate
universal voluntary anything. We really don’t have any universal
voluntary programs out there.

So, I think if we want everybody to be covered, and we want ev-
eryone to pay their fair share, including the immortal and young,
who think that they can avoid coverage, but also those who really
need the coverage and can’t afford it, I think we need to make a
policy that is either a mandate, or an incentive so strong that
they’re the equivalent of a mandate.

Chairman STARK. Anybody else? Ms. Bigby.

Dr. BIGBY. I think that the individual mandate is a key part of
reform in Massachusetts, and we have a recent survey that dem-
onstrates that the majority of people in Massachusetts actually
support the mandate, and do not think that it should be repealed.
I think the key is the mandate is for people who have access to af-
fordable insurance. And defining affordability and a mechanism for
ascertaining affordability and having alternatives, I think, is key to
implementing a mandate.

Chairman STARK. Mr. Haislmaier, given a plan that would meet
your other requirements of people being able to select on the basis
of quality and price, can you—could you live with, say, for these
plans to work, everybody has to be in them, and some groups have
to pay——

Mr. HAISLMAIER. The answer, Mr. Chairman, is yes to maxi-
mize coverage to everyone; and, for the system to work with max-
imum efficiency, everyone has to be in that.
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However—and this is important—there are different mechanisms
for getting to that point. There is no one single mechanism. And
one can disagree as to how it is done.

I would simply make an observation, if I could, about what hap-
pened in Massachusetts. Governor Romney did not initially propose
an insurance mandate. What he said is that, under the plan that
he submitted to the legislature, insurance would be made more af-
fordable. It would create a mechanism where it would be easier for
employers to at least offer the coverage, since they wouldn’t have
to, you know, run their own plan, they could simply bring people
to the Connector and let them choose. So, there was no reason to
not offer the coverage. And finally, the insurance would be sub-
sidized for those below 300 percent of poverty.

And the position that he took in his initial proposal was, “Okay,
folks, you’ve kind of run out of excuses, if we do all these things,
for not having insurance. So I am not going to make you buy it,
but I am going to say that you have to live with the consequences
if you don’t. Because if you don’t buy it, and then you go and get
treated, and then you don’t pay your bill, well, it’s not the fault of
the hospital, it’s your fault.”

Now, the legislature, in its wisdom, turned that into a “buy in-
surance or we will fine you” mandate. Okay, one could——

Chairman STARK. No death penalty?

Mr. HAISLMAIER. Pardon?

Chairman STARK. Just a fine? No death penalty?

Mr. HAISLMAIER. No death penalty, no, it was a fine. And one
can disagree, as to the approach. But I think, philosophically, they
are the same thing.

The point I would make is that what happened in Massachusetts
is that they tried to design their reforms so that everyone partici-
pating—individuals, the providers, the employers—would see it as
a good thing, and want to participate. And it was only at the end
of that process did they then say, “Well, now, do we need to make
people buy it?”

And the concern that I have is that, if you start by saying, “Well,
we are going to make everybody buy it,” then you skip the nec-
essary hard thinking about, “Well, what do we have to do to make
people want this without requiring them to buy it,” because that
is going to make a difference, as to how effective it is. If people just
want it, regardless of you requiring them, then any requirement is
really to clean up the last two or 3 percent.

Chairman STARK. That is fine. Thank you. Mr. Weil, I think you
suggested that we need Federal action. Can you give me—I would
think of issues like setting some kind of minimum benefit stand-
ards, the issue of how we deal with Medicaid, as opposed—if we set
a national standard, Medicaid, Medicare, how do we get those—you
know, can you give me a couple or three areas in which you think
Federal action would be the most important?

Mr. WEIL. Mr. Chairman, first and foremost, there needs to be
a national commitment to universal coverage. Without that, the
ability of states to feel confident in the resources and in their abil-
ity to move forward, I think everything else will suffer without
that.
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And, of course, once you talk about universality, you do have to
answer some important questions: What does that mean; What are
the s:c)andards to give people confidence that they will have cov-
erage?

We already have a lot of leadership from the Federal Govern-
ment around quality improvement. But we could use more. The
field—I think the discussion about value is actually very much on
the table now, and the ability of the Federal Government to lead
and work as the dominant purchaser with states as major pur-
chasers in their domain, it provides tremendous opportunity for for-
ward progress.

And issues of cost. We simply can’t—everyone says the incentives
are wrong, and then they go off and do their own thing to fix the
incentives, and the incentives continue to be fragmented, and they
continue to be wrong. And if we are going to actually reach any
agreement to try to align those incentives to improve the value in
the system, the different purchasers have to work together, and
within any given state, the Federal Government and the state are
right up there at the top.

I think there is potentially a very long list of areas for coopera-
tion between the Federal Government and the states. But, as I say,
really what the country needs, first and foremost, is a commitment
to universal coverage. And then states within that framework, I
think, could go a long way.

Chairman STARK. Jack, could you just expand a little bit on the
issue—it’s one with which I agree—but beyond the idea that we
have got, what, 160 million people who now get insurance through
their place of employment, and the idea that we would suddenly
say to those 160 million people, “Well, wipe it clean, and we’re
going to give you a nice plan that Dave Camp and Pete Stark
write,” you would scare the begeezus out of 160 million people, or
at least 159 million of them, right away.

And so, I have felt that there is a political issue of just saying
we are going to disband the coverage that this many people have.
Are there other reasons that you think we have to—we should keep
that part of any plan?

Dr. LEWIN. Yes, I do. Thank you, Mr. Chairman. You know, I
think that we—first of all, the employer-based system works fairly
well for most parties. What we don’t have there is portability, we
don’t have—we need some insurance reforms, and as we mentioned
before, there is the issue of choice of coverage that we need to ex-
pand.

So, if we could add those features to employer coverage, we
would strengthen that. And I would fear that were we to even send
the message that we are moving away from employer coverage—
and we have seen erosion of employer coverage in many places:
California, in particular. What happens there is we’re more likely
to shift people to the public sector in a way that we couldn’t accom-
modate the absorption of the cost and really handling of that.

So, if, over time, our long-term policy was individual coverage,
and we had a long ramp-up period to it, I would imagine we could
find a way to get there, and it could work. But I think it would
be precipitous and dangerous to send that message now, with the
vast majority of people covered there.
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Some employers are beginning now to take some actions, as well,
to strengthen the health of their workers, and recognizing that
they have got another role, in addition to being the administrators
and the accountants, if you will. And I think there is some hope
out there that employers could be encouraged to do some more ac-
tivities.

You see what Safeway is doing, for example, for its employees,
and other large corporations that are deciding to take some matters
into their own hands, and through voluntary approaches,
incentivizing healthy behaviors and rewarding those behaviors,
without penalizing people who have, for genetic reasons or other
reasons, a health problem that they can’t—that needs attention.

So, I think there is a lot going in the employer side right now
that we should retain. If we want to focus on those sectors that
don’t provide employer-based coverage—retail, agriculture, food
services, small businesses—that is maybe where we could make the
gains with individual coverage, to start the process there, and
maybe that is a way to avoid a fight, if you will, with some en-
trenched sectors that would make it hard for us to make some
progress.

So, there is a reason, I think, to approach those sectors with indi-
vidual coverage. But I think, for the rest of the marketplace, we
ought to try to protect employer coverage, and improve it.

Chairman STARK. Let me ask, if I may, Dr. Bigby, and go on.
But we have heard the issue of quality mentioned time and time
again. My concern is that we really don’t now have the ability or
the data to determine quality in any kind of an empirical manner.
And unless and until we get outcomes research—which would prob-
ably take us 5 or 10 years of accumulating data—that the idea of,
you know, what one internist is—are they worth $70 for a 15-
minute consultation, or is another one worth $100?

I don’t know that there is any way on God’s green Earth that one
can determine that without this database. That is—don’t we have
to do a lot of work to build the data information before we can start
to say we're going to pay for quality?

Dr. BIGBY. I think that that is absolutely right. One of the fea-
tures of Massachusetts’s health care reform was the creation of the
Health Care Quality and Cost Council, and a requirement that that
council post cost and quality data for providers in Massachusetts.
We are working very hard to get those data up on a consumer-
friendly website.

But the things that we are struggling with is that we have very
few measures of quality. Those individual measures of quality don’t
give us an overall measure of quality for an institution like a hos-
pital or provider groups. They are just that: individual measures.
And they may not be that great. We are finding that they don’t dis-
tinguish care sufficiently across providers in Massachusetts. So,
ylciu know, we will post data that shows that everybody is doing
okay.

And what do we do with that type of information? As we have
come together in the state, all of our public purchases, Medicaid,
our state employee program, the Connector, we are looking at our
purchasing power to try to implement reforms in the way we pay
for services to define value. But we can agree on a few things, but
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we understand that that doesn’t necessarily represent overall qual-
ity.

Chairman STARK. Thank you. Thank you all very much. Mr.
Camp, would you like to inquire?

Mr. CAMP. Well, thank you, Mr. Chairman. Dr. Lewin men-
tioned, certainly with self-employed people, they don’t have access
to employer-provided care, and that there might be something we
could do there.

Mr. Haislmaier, is there a way to have, you know, an individual
consumer policy available, and not erode the employer-provided
care that most—that 85 percent of Americans have?

Mr. HAISLMAIER. Yes, I believe there is. And that is sort of the
core of the insurance market reforms that I worked with, with the
then-commissioner of insurance under Mayor Williams here, in the
District of Columbia. And the advantage was, of course, that when
we tried to work out the details of how a state regulating insurance
would interact with Federal law, we just got in a cab and went and
saw the Department of Labor, or Department of Treasury. And
that basic design was what was incorporated in the Massachusetts
reform, we shared that with them at the time they were developing
it. And I have since then—in working with other states—made re-
finements to it.

The analogy, really, is to what we did with 401(k)’s in the pen-
sion area. In other words, instead of presuming that every small
business could run a defined benefit pension plan, where you work
30 years and then you get so much, and the business has to invest
it and all, you create a system within the context of employer offer-
ing, and all the advantages of that, where people have an account
and they invest in it and they take the money with them from job
to job.

That is what the Connector is designed to do. That part has not
entirely come online in Massachusetts. They have only done that,
so far, for the part-time and temporary workers, and for the indi-
vidual market. But they’re working toward—based on discussions
I have had with the Connector leadership—they are working to-
ward a goal of this fall, bringing online the ability of a business to
simply go there and say, “This is my employer plan. What does my
employer plan consist of? It consists of this menu of 40 different
options in the Connector. My insurance agent will sit there with
you, as a benefits counselor, to figure out with you what’s best for
you, and help you pick a plan.”

Now, that has all the protections—guaranteed issue, et cetera—
of Federal law, with respect to employer coverage. It all qualifies
as tax free. But the individual owns the policy, and can take it with
him to the next job.

So that’s, essentially, the design. And I see that that is sort of
the first step in insurance market reform that a number of states
are looking at. Massachusetts went a little further, in also includ-
ing their individual market. In some other states, that may take
some time, because some of the issues are a bit more contentious.

Mr. CAMP. Well, thank you. And, Mr. Weil, you mentioned in a
study you wrote or co-authored that one function would be for state
government to provide a well-functioning market. And what are
some of the things you envision in a well-functioning market, and
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how does that differ from what we currently have, and what re-
forms might be included in that?

Mr. WEIL. I think we can all agree that providing employees
with more of a choice of plan would be a benefit to most of them.
Whether it would really drive these broad reforms in the health
care system is more uncertain. But it is the case that most employ-
ees do not get a choice of plan; most employers pick a single plan,
or a number of variants from the same carrier.

But there is an infrastructure there that the employer provides
that needs to reside somewhere if it leaves the employer. I know,
in my small business, it may be a non-profit business, but we
spend a lot of time helping our employees navigate their insurance
product. And we only have 1 of them; imagine if there were 100
of them to choose from. Someone still needs to play that role.

I think the real issue in regulating the market is a series of pol-
icy choices regarding pricing and availability. There are many
states in which the small group market—and most states in which
the individual market—has fairly liberal rules with respect to the
insurance industry practices regarding rating up the policies of
those who are older, those who may have an illness, those who

Mr. CAMP. Well, would you allow individuals to buy insurance
products across state lines?

Mr. WEIL. Would I? No, I would not do that. And the reason,
Congressman——

Mr. CAMP. It would be a bigger pool, for example, for all the Re-
altors that are out there, or contractors that are involved——

Mr. WEIL. It would

Mr. CAMP [continuing]. In some association.

Mr. WEIL. The concern—I think it’s a very rich topic for discus-
sion, and I certainly don’t suggest my own views are the only you
should hear, but my sense of the problem with going across state
lines is that there are pooling rules within each state. And the mo-
ment I, if I lived in Massachusetts, can buy my product from the
unregulated state next door, then the pool that you’ve created to
create an affordable system in Massachusetts unravels, as the low-
cost folks purchase across lines in a state that doesn’t’ community-
rate, and gives them a cheap product.

So, all the consumer protection issues aside, which I think are
very large, from a simple pooling perspective, allowing purchase
across state lines unravels any effort to create larger pools of cross-
subsidy within a state. And that means we will all purchase our
own insurance. Our own prices that we will face will be those of
the risk profile of ourselves. Older and sicker people will, by defini-
tion, pay more because younger and healthier people will find a
state where they can buy a product that is priced at their low cost.

So—and I think that is a dramatic policy choice for the nation,
as a whole, to say that a state like Massachusetts cannot create a
single pool across which all residents of that state will make con-
tributions.

Mr. CAMP. Well, I see my time has expired. Thank you all for
being here. Thank you all for all the hard work you are doing, and
for your testimony this morning. Thank you. Thank you, Mr. Chair-
man.

Chairman STARK. Mr. Doggett.
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Mr. DOGGETT. Thanks very much for your insightful testimony.
Secretary Bigby, in your state, you gave the responsibility, or the
legislature gave the responsibility, of giving meaning to terms like
“affordable,” “minimal credible service,” “reasonably comprehen-
sive” to a board, rather than having the legislative body try to de-
fine all aspects of that.

At the Federal level, is that the best approach? And perhaps you
might have some thoughts, as well, on the concept of a board mod-
eled on the Federal Reserve, such as that that former Senator
Daschle has recommended.

Dr. BIGBY. Yes, I think that’s a very good question. I am—I will
say that I think the legislature realized that they could never come
to agreement on what the definition of minimal credible coverage
was, or what affordability might be. And so they did give this re-
sponsibility to the Connector board.

I think that the composition of the board was very thoughtful, in
terms of who is represented: the type of knowledgeable people that
are there, but also those who represent consumers and can advo-
cate for them. So I think that the concept of that type of board that
has the authority to do that was an excellent thing. And I think
it could be done at the national level.

Mr. DOGGETT. You have managed, in Massachusetts, to reduce
the number of uninsured citizens significantly over a relatively
short period of time. At this point, what do you think are the most
important steps we need to take at the Federal level, to ensure
that the job is complete, and that you achieve universal coverage
for all your citizens?

Dr. BIGBY. Well, I think that the components of health care re-
form that allowed this progress to occur are still what we would
like to have in place. Many of those components are there because
we had partnership with the Federal Government in our Medicaid
waiver.

I think that the ability to expand coverage to low-income people
was very important. When we look at who has benefited the most
from health care reform, and where we have seen the highest in-
crease in insured populations, it’s among low-income individuals
and young men, who tended not to get insurance, even if they could
afford it.

I think that those principles of insuring people and using re-
sources, as has already been mentioned, that had been going to in-
stitutions is very important for insuring that we’re covering indi-
viduals, and that is very important.

In the long term, we know that we have to do better at con-
taining costs, so that we can continue to sustain this. And I think
that the mechanisms that we have for doing that will require just
as much creativity as the things that we put together to ensure ac-
cess. So, flexibility around payment system reform, value-based
purchasing is also very important.

Mr. DOGGETT. Ms. Riley, next door, in Maine, you have encoun-
tered, I think, some of the same problems trying to contain cost
that we have, and, in fact, are battling over this very day, as we
attempt to eliminate the incredible waste of unnecessary subsidies
in the Medicare program, despite its defenders in the White House,
and some here, unfortunately, in Congress.
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As you look back over your experience, I am sure that any health
care reform will encounter significant opposition. But are there
things in the cost containment area that you would do differently,
i)r rle‘:?commend that we approach differently, here at the Federal
evel’

Ms. RILEY. That is a very tough question.

Mr. DOGGETT. It is.

Ms. RILEY. I think that, clearly, when health care is a seventh
of the economy—it’s one in six jobs in Maine—somebody’s idea of
cost containment is another person’s salary. So it is, obviously, very
difficult.

I think it is absolutely incumbent on us to get the stakeholders
around the table, and to get a vested interest in cost containment.

We initially tried to do a global budget with our hospitals. It was
highly unsuccessful, and fought viciously. But that was replaced by
voluntary hospital targets at the meeting.

We have created a Maine quality forum to look at the national
data, and eliminate the variation that exists, pretty dramatically,
in our state. And I think that that has been a fairly successful ap-
proach. And we have instituted medical loss ratios in a small group
in individual market to do those kinds of protections.

But, in the end, I think it is—the notion of a global budget, the
notion of everybody coming together and negotiating around the in-
efficiencies of the system to find ways to solve—to get those ineffi-
ciencies out of the system and reinvest them makes lots of sense.
It has been a very challenging situation for us, and I think, in part,
because the financing was precedential.

So, one of the problems I think we face as states is, as long as
states are viewed as laboratory experiments, and they’re not policy,
then the reaction to people is to fight them, not to fix them. And
I think Alan’s point is quite right, that we need a sustainable fed-
eral policy that says we're keeping our feet to the fire, everybody
has to work on this and get it right. Then I think we can get the
right incentives around cost containment.

Mr. DOGGETT. Thank you very much.

Chairman STARK. Mr. Thompson, would you like to inquire?

Mr. THOMPSON. Thank you, Mr. Chairman. Thank you for
holding this hearing, and thanks to all the witnesses for being
here.

I would like to know if any of you, in your work with the dif-
ferent states, and your efforts to try and move the states’ health
population ahead, have run into any barriers in regard to ERISA.
Have there been things that you couldn’t accomplish, or have there
been ERISA exemptions that got into the way of providing for a
healthier community? Jack?

Dr. LEWIN. Sure. I think that—well, you know, obviously, Ha-
waii couldn’t proceed—you know, the courts—throughout their law,
because it was deemed to have violated ERISA, and we had to get
this ERISA exemption from Congress. The exemption is a frozen
exemption. It’'s—the provision of the whole law are in there, and
Hawaii is fearful of ever coming back and asking for any amend-
ment.

So, you know, the cost split between the employer and employee
was set for what the costs were then. Costs have gone way up, and
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the employee’s cost remains one-and-a-half percent of wage, which
is woefully low, and it’s unfair to the employer. So that’s a
destabilizer there.

When we went back in to do a program for the unemployed, self-
employed, part-time employed, the state health insurance program,
we had to make that—we wanted to try to get everybody covered,
but we ran into ERISA barriers with that.

And, in California, as we tried to proceed with SB-2, we also
had—knew that when—you know, if a law didn’t make it through
the challenge of the public ballot initiative led by Governor
Schwarzenegger, we would have been challenged on the basis of
ERISA at some point in the future.

So, yes. I think every reform has to dance around ERISA in order
to try to get more people covered.

Ms. RILEY. And I think, conversely, any time we talk about
mandates, employer mandates, or employer requirements, we are
always—there is always a balancing act about when we’re going to
force employers into the self-insured mode, and away from the pro-
{:ectilons of state regulation. And that’s a balancing act at the state
evel.

ERISA, at is most narrow, though, is critically important to—
basic to Chairman Stark’s concern about quality and data. ERISA
prevents us from requiring self-insured plans to contribute data to
our all-payer database. So it’s very hard to sort of move to a mean-
ingful quality initiative or cost initiative without the ability to get
that data from self-insured companies.

Dr. BIGBY. In Massachusetts, in May, we issued a report where
we looked at employers who had 50 or more employees on state-
subsidized health insurance. And that totaled $636 million. These
are mostly part-time workers, or temporary workers, or people in
the waiting period before their insurance takes effect.

And when we talked to employers about changing their policies
that would decrease these numbers, the whole issue of ERISA came
up at that time.

Mr. HAISLMAIER. Mr. Thompson, a couple of things that I
would add to my colleagues here, on the data usage, in particular.
Yes, ERISA provides obstacles to certain things. I am not nec-
essarily convinced that that’s a bad thing. I mean requiring every
pizza joint to operate a defined pension plan—Ilike a defined benefit
pension plan like GM—is not necessarily a good thing. Similarly,
requiring employers to buy and manage the insurance isn’t nec-
essarily a good thing.

But there are a couple of points. One is—and this is an area I
am looking closer at, in both Federal law and ERISA, and also
state law, with respect to insurance—is the possible obstacles to
plans offering subscribers rebates for successfully completing or
participating in disease management.

I think the problem we see with a lot of the wellness stuff is that
employers don’t feel that they can selectively say, “Well, okay, you
have diabetes, and if you participate in this program, then we re-
ward you at the end for your success.” Employers feel that they
would fall under discrimination statutes in that case.

And so, instead, they say, “Well, here is membership to a gym.”
Well, that doesn’t seem to produce much in the way of improve-
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ments. So that is a big of an obstacle. In the states, there is a cor-
responding obstacle that I am looking into where those kinds of re-
bates under some state laws could be seen as an improper induce-
ment to coverage. So, that’s an area.

The other area I would touch on is I think that a large part of—
and I have a paper coming out on this shortly; in fact, I will be
editing it when I get back—what has to be dealt with is the concept
of how you risk adjust within any system. And in effect, I think
that the easier way to do that is with a back-end sort of claims
pool, where you put all the high-risk claims in a pool, and then re-
distribute the money across all the covered individuals, so every-
body pays a little extra on their premium. The problem is, you can’t
include ERISA plans in that.

Mr. WEIL. Mr. Thompson, could I add one last item to this very,
very complete list?

Mr. THOMPSON. You have to ask the chair; my time is over.

Chairman STARK. Go right ahead.

Mr. WEIL. This has been a terrific list of the impediments. I
would add only one, which is there is growing interest in programs
called premium assistance, where you blend public dollars with em-
ployer dollars for those who have an offer of coverage at work. And
there are a lot of complications around those plans.

But one of the barriers ERISA poses is you cannot mandate the
participation or even the sharing of information by employers that
might make it possible to determine whether that was a viable op-
tion.

Chairman STARK. Thank you. Mr. Pomeroy, would you like to
inquire?

Mr. POMEROY. Thank you, Mr. Chairman. I want to commend
you for this hearing, and this absolutely superb panel. I used to be
a state insurance commissioner, it’s been my privilege to work on
these matters with some of you for a long, long time. The issues
are still very much with us.

What I think some of the state innovation has done—and I
chaired, or was part of, an effort to create the second or third state
high-risk health pool back in my state legislator days of the 1981
interim we passed in 1983. And it did provide a guaranteed mecha-
nism for high-risk folks that could otherwise not get coverage to ob-
tain coverage.

On the other hand, we did nothing—we didn’t address cost at all.
The premium was 125 percent of average individual policy, and it
really has been out of reach of most people, which gets to the crux
of my question.

If health reform continues to just deal with the financial inter-
mediary range of issues, we’re missing the underlying cause of the
whole problem. That is, costs are getting away from us. We pay
double per capita than any other country pays in the world. We are
not getting an outcome that would reflect that additional invest-
ment.

Indeed, if you look at Medicare data within our country, you've
got areas of—the higher cost areas are getting the worst results,
the lower cost areas are getting the best results. And we really
need to get pretty darn serious about this, because literally, hun-
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dreds of billions of dollars of Federal moneys are going into these
expensive areas, not giving us best results.

So, value medicine—not meaning medicine on the cheap, not
meaning inferior medicine, but value medicine. This is a concept
that I really think has to come to the fore of our health reform dis-
cussions. I would like to go down the panel and just hear your
thoughts about how we advance the notion of getting better value
out of our care delivery system. Well, I will continue on for a mo-
ment to give a little more direction on the question.

As we look at value medicine and health reform, maybe we ought
to look at more ways we build, you know, not just state response
to insurance, but state-supported delivery systems. And we’ve done
a bit of this: community health centers. What is your view of the
role that they’re playing, in terms of cost-effectively getting broader
access to some care to people that otherwise don’t have coverage?

School nurses. Is this a meaningful components of getting, you
know, universal screening out that—to children, where it might
have tremendous preventative impact and cost savings that would
result?

Is there ways that Medicare reimbursements can be rejiggered to
provide greater incentive to integrate systems, and elevate primary
care as a principal component of Medicare care delivery? Those are
issues I am thinking about, and I would be very interested in the
panel’s responses. Thank you.

Mr. HAISLMAIER. Thank you. At the risk of taking away from
Secretary Bigby, I would like to actually talk about some of the
things going on in Massachusetts, because that provides an exam-
ple.

I actually had the opportunity at another conference earlier last
week to share the panel with a woman who is the CEO of the hos-
pital in Concorde, Massachusetts. And some of the discussion was
around this. And some interesting things are happening in Massa-
chusetts.

As Secretary Bigby noted in her example of the dry cleaner, peo-
ple are now, with the coverage, getting primary care. They have
suddenly woken up in the state and realized, “Well, we have a
shortage of primary care providers,” which is something that us
health policy people have been talking about for years and years,
and now they’re having to do something about it.

What’s interesting is CVS is opening up minute clinics there, in
Massachusetts. And what I found really interesting was when this
woman who runs this hospital was discussing this on the panel,
she said, “You know, my primary care providers don’t have a prob-
lem with that. In fact, they like that, because more and more peo-
ple are getting the minor stuff seen to, and their time is available
for the more complicated.”

So, contrary to what one might think—that there is a clash of in-
terest—actually no, it’s working out. But what’s happening is that
the intermediaries are seeing that they now work for the patient,
not the employer. And that is my second point, and I will use the
illustration of Massachusetts, as well.

We call employers payers, but payers—and the government is
one, as well—care about three things in the system: cost, cost, and
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cost. So, when the intermediary works for the payer, the question
is, “How do I control the cost?”

Well, there are lots of ways to control costs. In fact, some of the
easiest ones are ones that don’t benefit the patient: make it dif-
ficult for people to get care, pay the doctors and hospitals less. The
most effective way to control costs is don’t pay.

Now, Massachusetts is about to have a situation where an em-
ployer, instead of having the insurance company work for them and
their choice of insurer entirely based on, well, how low is your pre-
mium, they are going to be able, soon, to give their employees the
option of going to the Connector and picking a plan.

If you go to the Massachusetts Connector in that scenario, and
you pick a plan, and you look at the lowest cost plan, and you ask
them why are they the lowest cost, and the answer is, “Well, be-
cause when you get sick we make it difficult for you to get medical
care, and we only send you the providers that take very low reim-
bursement,” I think you’re likely to move on to somebody whose an-
swer is, “Well, you know what? We have taken all the data we al-
ready have, and we have figured out which providers give the best
results at the best price, and you can go to any provider. But based
on this tier—and here is the data—these are the ones you get a
lower copay for, and these are the ones you get charged more for.”

Ms. RILEY. Thank you. It’s good to see you again. I think that
the variation issue is particularly frustrating, because Winberg’s
work has been out there for 20 years, and we have taken very little
action on it.

In Maine, we have created the Maine Quality Forum, whose
focus is to look at variation, work with the providers, and, because
you can see a tenfold difference for the same person getting the
same treatment in Maine’s hospitals and in every hospital in the
country, so that the Maine Quality Forum will work with providers
to bring that variation down, starting in a voluntary way. And I
think, over time, we will have to connect prices with that.

The issue of community health centers and school health centers
and so forth is all very intriguing. But I think what McKinsey tells
us and most of the studies show is it is the fragmentation of our
system that causes much of its cost. So, while those are extraor-
dinarily important services, how do they connect together, and cre-
ate a system of care, so that we don’t have redundancies that are
terribly, terribly costly. And I think we have not been as thoughtful
about that as we ought to be.

And, in fact, when you think about Federalism, the Federally
qualified health centers and community health centers have a di-
rect Federal relation, but none to the state. So the state, just like
a self-insured plan, the state can’t ask a Federally qualified health
center to do something specific as part of a plan. And I think that’s
a question in Federalism that ought to be looked at.

But I do think the big issue of the fragmentation of our system
is a cost driver. The Federal Government, as a huge purchaser of
care—Medicare, Medicaid, Federal employee health benefit
CHAMPUS—could set the same standards, could set—could deter-
mine prices, could determine ranges of prices. Because what we
know is we pay more and we have more.
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In Maine, we decided to address the supply question. We have
a certificate of need program, but added to that a capital invest-
ment fund that was a budget for new capital that said we will have
all the capital we need but not more, because we recognized that
supply, in fact, in this country drives demand.

And finally, I think if we could look a little at Medicare and Med-
icaid, one of the big cost concerns in the states is always the allega-
tion that the public programs underpay. And they do. But I think
there is a middle ground. How much do the public programs under-
pay, and how much is the price and cost too high?

But the notion of the cost shift is a problem in the system. And
we need better data to know—we don’t have comparable data state
to state to state about what Medicaid pays, or have a good system
of looking at what Medicare pays. In a rural state like ours, the
wage index isn’t adjusted. And so, we are actually discriminated
against in Medicare, and don’t get—even though we have to com-
pete nationally.

But I think your question begs a bigger issue about what kind
of Federal reform we want. I*t may well be that we need to think
very differently. It may well be that what we need—as we talk
about the primary care crisis in America, we are now talking about
reinventing primary care through something called an advance
medical home. Very good idea, but it has become the new sort of
silver bullet.

And I think maybe we should rethink. Maybe there ought to be
a rethinking of our health care system, where you have a publicly
supported, primary care preventative program that is mandatory
for all Americans and we take our public health funds and we work
with primary care physicians, and then you insure just those
things that are insurable events—sickness—but require insurance
companies to guarantee issue, to make sure everybody gets access
to it. It may be time to really fundamentally think differently about
how health care is provided.

Chairman STARK. Mr. Becerra, would you like to inquire?

Mr. BECERRA. Thank you, Mr. Chairman, and thanks to our
panelists. And, Dr. Lewin, great to see you again.

Dr. LEWIN. Great to see you.

Mr. BECERRA. Let me ask a quick question. It appears that the
President today is prepared to veto legislation that the congress
passed—both the House and the Senate—with overwhelming num-
bers to try to stave off a cut to doctor reimbursement rates, which,
in many quarters of the country we’re hearing, are necessary in
order for some of these physicians and providers to continue to pro-
vide medical services to Medicare beneficiaries—most of our seniors
65 and over.

I am wondering if you can tell me: I know we're talking more
globally, more universally, in terms of coverage for health care, but
what could be the impact if the President’s veto—well, first, if the
President were to veto; and secondly, if the veto were to stand on
this cut, or staving off the cut of 10 percent to health care pro-
viders. Dr. Lewin?

Dr. LEWIN. Sure. Well, I think it could be significant. I think
that, for primary care physicians, and for rural physicians, and
inner-city physicians who—the viability issue is very, very real.
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And I think you can’t—it’s not like a starve the beast, you know,
philosophy that is going to work here. So I think that is—it’s very
damaging.

And it also has kept many of the health policy people in the phy-
sician community, and among the health care professions together,
away from the topic of quality for 7 years. We just keep fighting
this same repetitive battle. We are treading water and going no-
where, and I think it’s time to get over that.

I—going back to Mr. Pomeroy’s questions about quality, you
know, putting on my cardiology hat, 43 percent of Medicare costs
are cardiovascular. A lot of that is preventable. If we don’t work
on preventing people in the pipeline from needing the services, we
afe all going to bankrupt the system, just on cardio-vascular care,
alone.

But when you get to the care that is needed today, we are not
very efficiently spending our resources. I mean, we really could do
a much better job with the dollars we have at producing more
health by using information, the tools we have before us right—
today, to shine light on who is doing a better job.

When we, last year, looked at all the hospitals in America, and
used our registries, the cardio-vascular registries we have up
across the country, to say how much time—and we have these reg-
istries in just about every large hospital today, measuring out-
comes in cardio-vascular medicine—we looked at how much time it
took to get from the emergency room, when you’re having a frank
heart attack, to getting the blocked coronary artery unplugged.

We note, from the science, that if you take longer than 90 min-
utes, that the muscle tissue behind that blockage doesn’t recover,
it becomes a scar, putting you at risk for heart failure and enor-
mous cost in the future.

Every hospital in the country, all the major centers, said, “We do
this in less than an hour.” But when we measured it, we weren’t
doing it in an hour, we were doing it in 2 hours, in two-and-a-half
hours. In 1 year, just by giving people the information, just about
every hospital in America has gotten their time down under 90
minutes, where it needs to be.

Getting information to doctors and nurses and teams about how
we're doing in hospitals is something we could do today, and it
would not only eliminate disparities, it would get rid of variation,
and it would give people—because nobody wants to be conspicu-
ously, you know, spending more or doing less than what’s appro-
priate.

Even at the individual care team or physician, you can measure
adherence to guidelines and performance measures, and the stand-
ards we have today. We need more of those. But we could measure
those today and determine very accurately, for every care team and
physician, whether people are getting the best evidence-based med-
icine.

That ought to be our goal. We could get to that so inexpensively,
that I think that—and so the physician reform in the SGR doesn’t
d}(l) any of that really, and there has been some movement on
the——

Mr. BECERRA. Let me ask Dr. Bigby and Ms. Riley to respond,
because you have to run these state programs. And if, at the Fed-
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eral level, we are sending down cuts to some of these providers who
are saying, “We are going to possibly get out of the system, at least
for Medicare,” I imagine that throws your systems out of whack a
bit, as well.

Dr. BIGBY. Yes. Somebody has already raised the issue of cost
shifting, and it’s something that we contend with every day.

You know, I think that the issue of what Medicare rates are for
different providers is a very important one. There are things that
Medicare does not pay sufficiently. There are things that they pay
probably more than they should. Without a conversation about
looking at that dynamic, and simply cutting rates across the board,
you just exacerbate a problem that already exists.

Mr. BECERRA. Ms. Riley.

Ms. RILEY. Well, as the oldest state in the nation, we watch
very carefully the work on Medicare, and are quite concerned. Ob-
viously, when Medicare cuts, somebody pays. And that is cost-shift-
ed to premium payers.

And we are also a state of very small businesses who just can’t
afford to see their costs grow. So we wish you good luck.

Mr. BECERRA. Yes. And I see my time has expired.

Chairman STARK. Well, I just wanted to ask Dr. Lewin if he
didn’t think U.S. News and World Report was enough. You want
more information than that?

Ms. Schwartz, would you like to inquire?

Ms. SCHWARTZ. Thank you, Mr. Chairman, and thank you for
the opportunity to participate in this hearing.

And T wanted to just follow up on a couple of things. First, I did
want to thank the panel for acknowledging the good work of the
Federal-state partnership and the public-private partnership on
SCHIP. I was involved in Pennsylvania in 1992, 5 years before the
Federal level, and we have done a remarkable job, I think, across
this country to do more, as you know. We have pushed for that.
And hopefully we will be able to—under a new President—be able
to do that.

And I did want to also acknowledge the point that was made
about prescribing and the use of health IT. I think, Dr. Lewin, you
mentioned that. And should we override the President’s veto on the
Medicare bill,we will actually move all physicians under Medicare
to e-prescribing. So thank you for—physicians, and actually all
players—helping in getting that done.

And I will continue to do work on health IT. I think the discus-
sion we have had about quality and measurement and fragmenta-
tion—I think that, Ms. Riley, you mentioned that—all or many of
those issues could be, at least in part, addressed by health IT and
linking all of our providers in this country. So, thank you for your
comments.

What I wanted to address today is the role of market reforms in
reaching all Americans, being able to make sure that all Americans
do get access to universal coverage. I think our Chairman reflected
that because about 50 or 60 percent of Americans have employer-
based coverage, we are likely to keep that system going forward.

But as a number of you pointed out, there are major obstacles,
ERISA being one. But there are other market issues in both the
individual marketplace and the small group market. And, of course,
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access to the larger employers, because of the obstacles from
ERISA are major issues.

And will raise just—I would like you to really—my question is
whether you could really elaborate—and some of you have done
this—but even more on what are some of the essential market re-
forms, and the role we would play, at the Federal level, so that
these market reforms don’t happen—so they happen individually in
every state, that the disparity between the states and what man-
dates at the state level—I actually got a lot of mandates down on
women’s health, in particular, so I guess women were not at the
table when the insurers decided what they wouldn’t cover or not,
so we did some of that.

But, first of all, I have a bill to exclude—to prohibit the use of
some of the pre-existing condition exclusions for children. You
know, just the very fact that parents may actually have their in-
surance lapse, and then they sign up for insurance, trying to do the
responsible thing, and they are told, “I am sorry, your child might
be a diabetic, but you haven’t had insurance, you have to wait six
months.”

Now, my guess is that if that child doesn’t get help, it’s pretty
bad for that child. But then they are more likely get uncompen-
sated care, help, somewhere, and probably the most expensive way
possible. I think this is unconscionable, that we have children in
this country to whom insurance companies apply pre-existing con-
dition exclusions.

But there are waiting periods, again, and your employer can say,
“I am sorry, I would cover you, but you have to wait 6 months to
get coverage, because I'm not sure you’re really going to be with
us that long.” We have employees who don’t sign up for insur-
ance—because they forgot or because they were busy when they
were new employees—and then they want to sign up and the em-
ployer says, “I’'m sorry, you didn’t sign up in the first 3 months, you
have to wait for some change in status, like you have to get di-
vorced or married or something to make a change,” because again,
all—so many of the rules are set up to ensure that our insurance
companies don’t cover people who are sick.

Now, I understand that. They want to be risk-averse. But it has
worked against even those who have access to insurance, to not be
able to get meaningful insurance coverage. And so really, the issue
here, of course, for many of us is not just about getting all Ameri-
cans covered, but to make sure that they sign up for it, and it
means something to them.

So, if you could speak more specifically, I have raised several of
the issues around market reforms. But my concern is that, however
we go in terms of national reform, to not look at these market
issues for those who have access to insurance or don’t. And, of
course, one of our nominees for President says we should throw ev-
eryone into the individual marketplace. Well, without market re-
forms, it’s going to be completely meaningless for Americans—too
expensive, and not mean anything once you buy it.

So, I'm sorry. Long question, but it is not a small area, to really
look at not only the role of ERISA, but the role of the Federal Gov-
ernment in what is now a state-regulated system of insurance,
health insurance, that makes it completely—again, fragmented, if
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you want not just the delivery system, but the insurance system,
so that Americans don’t know that, even when they’re buying it, or
when they get insurance, that it’s going to cover the health needs
that they have.

So, let’s see if we can steal a couple of minutes and have—if we
could start maybe at the top, or whoever wants to really address
some of these issues. And it is a larger conversation going forward,
I know, but I would appreciate your input.

Mr. WEIL. As you note, the insurance regulation primarily is at
the state level. And I think when the Federal Government steps in,
it should do so with some caution. But it has done so in critical
areas, and I think it is appropriate to do so in those critical areas.

I don’t think anyone would benefit from a complete Federal take-
over of the entire system of regulation. And as I responded to Mr.
Camp earlier, I do worry about the crossing of state lines.

Really, I think the primary caution I would make is one, Con-
gresswoman, very similar to the point you made, which is that the
real Federal issue is don’t imagine that a Federal policy shifts more
people into state insurance markets, particularly individual mar-
kets, that you know what you will get for that investment unless
you have some Federal standards with respect to what insurance
is going to look like.

Because the degree of variability around the country in those
markets is so great, a Federal policy designed intentionally to move
people into those markets will have very different consequences in
different states, just as a uniform tax credit at the national level
would mean something very different in different states. Because
if you have rating rules that are community-rated, then that credit
will go an equal distance in providing coverage for everyone in the
state.

But if you have age or health status rating, a uniform credit will
be insufficient for other people. It’s not that that

Mr. CAMP. Will the gentleman——

Mr. WEIL. I will—just one sentence, sorry, which is that it’s not
that these issues can’t be overcome, it’s simply that they should be
attended to, as you are considering the Federal role.

Mr. CAMP. But association health plans wouldn’t be individuals.
So they would be involved in nationwide plans, not necessarily in
individual policy, but in association policy, which would have a to-
tally different effect, wouldn’t you agree, than

Mr. WEIL. Absolutely. Associations are very different from indi-
viduals purchasing across lines.

Mr. CAMP. Okay.

Ms. SCHWARTZ. Right. And, Dr. Bigby, if we can indulge——

Chairman STARK. Well, why don’t we let Dr. McDermott in-
quire, and then we can go around and get more

Chairman STARK. Thank you, Mr. Chairman. Thank you for
your indulgence.

Dr. MCDERMOTT. Thank you, Mr. Chairman. Nothing is going
to happen in the congress that doesn’t solve the problems of New
York, Florida, Texas, and California. They are not here today, ex-
cept a little bit of California.

Chairman STARK. Hear, hear.
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Dr. MCDERMOTT. I come from the efficient part of the medical
delivery system in this country. Minnesota, Washington, and Or-
egon operate way below per person costs of any place in the United
States.

And it has struck me that the biggest problem we’re going to
have in this place is do—if we take some way of getting everybody
in, we're going to bring everybody up to California, or everybody up
to New York, or everybody up to Boston?

Now, the average cost—last year we spent $2.1 trillion in this
country on health care. That is $7,000 per person for the country.
How—would you, in Massachusetts, and you, in Maine, take $7,000
for everybody? If you were guaranteed that amount of money, could
you deliver health care to your people?

Dr. BIGBY. Absolutely.

*Ms. Riley. Maine is one of the most expensive states. Massachu-
setts is the most expensive, and we are second. I would love to take
on the challenge, but I'm very nervous about it, in the same ways
that Maine—unlike Massachusetts, which had significant Medicaid
money to fund its reforms, Vermont accepted a block grant-like en-
tity, and we were unwilling to go there.

I think the worry we have when we move from an entitlement
nature in Medicaid programs and others is that we’re moving away
from universal coverage as we move away from entitlement. So I
would worry about a block grant approach in its capacity to meet
everyone.

But if we were talking about a reform that set a framework for
national expectations, and set a framework for the

Dr. MCDERMOTT. If we design a system, are we going to go to
an average for the country, or are we going to go to—we’re going
to keep recognizing these huge disparities we have today?

Ms. RILEY. Oh, I think——

Dr. MCDERMOTT. Is that what you’re saying?

Ms. RILEY. I think I——

Dr. MCDERMOTT. We should let Maine be an outlier?

Ms. RILEY. I would love not to be an outlier. But I think the key
here is to create the right incentives, though, to make sure that the
funding, if it’s capped, comes at the expense of inefficiency, and not
at the expense of coverage.

The worry I have—as you watch some of these reforms, the ques-
tion is always—needs to be asked, what is coverage? Because in-
creasing—it’s—is it real coverage if we give somebody just a bare
bones plan? I would argue no.

Dr. MCDERMOTT. Okay. Let me give you another thing to chew
on——

Dr. BIGBY. Can I just——

Dr. MCDERMOTT [continuing]. Because I think you—this whole
panel has talked, and not one single word has been said about
workforce. Not one single word about workforce as the driver of
costs.

Now, I'm a physician, so I know. I got out of medical school $500
in debt. But the kids coming out of the University of Washington
today are $150,000 in debt, at a minimum, which drives the way
they practice medicine.
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I would suggest that one of the things that’s got to happen in
this country is that state medical schools have to become free, and
require 4 years of service in underserved areas within the state for
you ever to get the kind of people that you need in the rural areas
and the underserved areas in the country.

I cannot see how you're ever going to have people not want to
have a residency at Bent Brigham for ophthalmology or gynecology
or whatever, if they’re $150,000 in debt. If they have been guaran-
teed a free education, they could then be sent out someplace. Or,
in Minnesota or in Maine, the same thing. I don’t know how you're
ever going to get the primary practitioners you're going to need to
deal with it.

Dr. BIGBY. I would argue that it isn’t just state medical schools
who might subsidize that type of service, but the Federal Govern-
ment is already subsidizing:

Dr. MCDERMOTT. No, they are to—a little bit.

Dr. BIGBY [continuing]. To the training of the specialists that
we are producing. I think you are

Dr. MCDERMOTT. Yes, but not to the ones at the primary level.
We'’re not subsidizing them at all.

. Dr. BIGBY. And that is part of the problem. We get what we pay
or.

Dr. MCDERMOTT. Yes, we do. And I think that this argument
about what—about quality and all the rest of it, until we deal with
the fact that we, by the way we train and make kids go into debt—
because I was a poor kid, I didn’t get anything from my family. The
State of Illinois educated me, and the day I left—or the day I grad-
uﬁlted, I left and never left anything on the table for the state of
Illinois.

Now, I think there is some social responsibility that has to go
into state medical education. That’s why I pick on state medical
schools. Harvard can do what it wants, or Tufts, or all the rest of
the schools, all the New York schools can do whatever they want.
But the state schools should be producing, they should be invest-
ing. The state—people in the state are investing in these doctors,
but they don’t get the benefit of them.

Dr. LEWIN. Maybe the states and the Federal Government to-
gether could work on even a loan forgiveness program that would
incentivize more and more people to lead in primary care, and then
some of those people would enjoy that primary care and stay in the
primary care area.

We do have all those—you know, the issue of whether the folks
would wait until through their residency period. I mean, you know,
cardiology, it’s almost eight years, you know. It’s after medical
school by the time most people are out. And so that would be a long
wait before they went to the rural area.

Dr. BIGBY. I do think that the issue of workforce is very impor-
tagt. But it’s also in the context of the way we practice medicine
today.

I am a former primary care physician, so I can say this. If we
think about 25 years ago, what we knew about the management of
chronic illness that many primary care physicians are caring for,
there wasn’t really a lot that we could do for people. In 25 years,
that knowledge has grown exponentially, and we have a much bet-
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ter understanding of the value of prevention, of secondary preven-
tion, of intervention to avoid the complications of diabetes and high
blood pressure.

But we still pay people the same way to take care of those prob-
lems every 15-minute visit. And we don’t support the teams that
we know are important to help patients understand those ill-
nesses—so, nurses, health educators, case managers.

So, if we are going to attract people into primary care, it’s not
just about paying them more, or obligating them if they come from
a state school, but actually supporting the type of practice that
they want and that their patients want.

Dr. MCDERMOTT. Mr. Chairman, could I just tell a short story?

My mother-in-law had a hypoglycemic experience in Seventh
Crow Wing, Minnesota. Now, this is the boondocks, let me tell you.
It is way far north. The nearest medical facility of any size is
Fargo, North Dakota. So they took her over to Park Rapids, to the
little hospital, and they dealt with her there. And they said, “You
know, we can’t handle this here. You've got to go to U of M, or
you've got to go to Mayo.” And she went down there.

Now, they have figured out a complicated system to deal—and
she had an insulinoma on the tail of a pancreas, so she was having
serious problems, had surgery, and is back up in Seventh Crow
Wing today.

Now, if you can do that in a state and do it for so much less than
New York or Boston or Los Angeles, or these other places, how do
you—how do we, as Congressmen—or do we just say, “Well”—we
just go the California way?

Mr. HAISLMAIER. Mr. Chairman, if I could answer, I have been
anxious to answer Mr. McDermott’s question here, because I have
encountered this situation. I did sort of touch on that when I talked
about the increase in visits to primary care in Massachusetts, and
the creation of minute clinics in CVS, which are open in the eve-
nings, when people need them, as opposed to a doctor’s office.

A couple of points. One, when you look at the emergency room
data on who uses the ED, what you find is that Medicaid patients
are using the ED at twice the rates of the uninsured, at twice the
rates of Medicare patients, and at four times the rates of the pri-
vately insured. So if you get, as Massachusetts is trying to do,
these folks out of the ED and into primary care, well, first of all,
you've got more money to pay people in primary care. And so, you
know, if you get what you pay, as somebody says, you will have a
demand there.

The other point that I wanted to make directly addressing your
question is I encountered this in Louisiana, where the charity hos-
pital that they were using to train physicians at LSU was washed
out. And I had this conversation with Dr. Hollier, the chancellor to
the LSU medical school, and I went looking for a model, and I
found one. And it exists. And it is in Utah.

And what Utah did is they got a waiver from the Federal Gov-
ernment—this is when Secretary Levitt was Governor—they got a
waiver from the Federal Government to put their Medicare GME
money—both the DME and the IME—in other words, both the di-
rect medical education funding and the indirect—into one pot
under the control of the state, combined with their Medicaid money
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and what they have privately. And that allows them to have the
dollars follow the residents.

That enables the state to do a workforce plan—you can go online
and find all of this stuff, it’s up and running—where they say,
“This is the mix of providers we want.” For example, “We want
more primary, less orthopedists. This is what we will fund, and
this is where we will fund it,” so they get them out into those rural
areas. I use that as an example of the kind of tools that I stumble
across, and then share with other states.

So, for example, when I spoke with Dr. Jones at the University
of Mississippi, he was very keen on this idea of maybe, as part of
reform in Mississippi, you could use this as a tool to get more doc-
tors in the Delta, doing primary care.

Now, from a congressional point of view, your issue is that you,
in this Committee, are running a Medicare payment system where
it’s structured so that the money goes to institutions because, well,
these are the institutions that have always done it, as opposed to
saying, “No, the money goes into the pot, and the state can allocate
t}ﬁose dollars for the kind of residents it wants, and where it wants
them.”

So, I would come back to you and say that is something for this
Committee to think about. In the interim, I am going to be talking
to these other states about, “What can you learn from how Utah
did it, and maybe do it in your state with a waiver.”

Dr. MCDERMOTT. Thank you.

Chairman STARK. Ms. Schwartz, I interrupted you when you
were trying to survey the panel. And now that everybody has had
a chance at least once, would you like to finish up on your

Ms. SCHWARTZ. Mr. Chairman, I think that I appreciate the
opportunity, but I think that the questions I raised will take a
longer conversation than anyone might want to tolerate, given the
hour. So I think I would just ask, if I may, that the panelists,
should they have some ideas about some of the market reforms,
particularly more specifically about our role not only in ERISA, but
in terms of the other kinds of market reforms for individual and
group, I would be very interested in following up after the panel
and after this hearing.

So, thank you for the opportunity, but I will pass for the mo-
ment.

Chairman STARK. Mr. Camp, would you like to jump in here for
a second?

Mr. CAMP. Thank you, Mr. Chairman. I don’t have any further
questions for the panel.

Chairman STARK. Okay.

Dr. MCDERMOTT. Mr. Chairman?

Chairman STARK. Yes?

Dr. MCDERMOTT. Could I

Chairman STARK. Let me just follow up on yours for a minute,
and then I will yield to you for more.

But you talked about costs. My guess is that, as you move west-
ward, if you stay north, Hawaii probably has lower costs today
than Oregon and Minnesota. [—maybe not. But I suspect there are
very low costs.

Dr. LEWIN. Yes.
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Chairman STARK. To what—why? Is that because you can’t
leave so easily, you have to

Dr. LEWIN. Well, Mr. Chairman, I think a lot of things in Ha-
waii are very expensive. But health care has benefited by virtue of
having everyone having access to primary care.

Chairman STARK. Well, wasn’t it lower cost when you started?

Dr. LEWIN. Well, Hawaii’s costs were—you know, Hawaii had a
system, in agriculture, for example, of having community

Chairman STARK. You had Kaiser.

Dr. LEWIN. They had clinics out there, they had Kaiser, and
they had HMSA. So they had a two-payer system.

Chairman STARK. They had the right idea.

Dr. LEWIN. And they were ratcheting costs down, even then.

But also, Hawaii has benefited from universal primary care ac-
cess. And a good safety net, as well, for—even for people that didn’t
fit into the employer mold. And that really made a big difference.
I mean, Hawaii’s data, for example, showed it had one of the high-
est incidences of breast cancer

Chairman STARK. You're going to tell me that the universal
health access for primary care

Dr. LEWIN. Yes, because that was covered by the—when every-
body got that primary care access out of the emergency room, that
meant that——

Chairman STARK. When did they get that?

Dr. LEWIN [continuing]. They were diagnosed earlier and treat-
ed earlier.

Chairman STARK. When did they get the

Dr. LEWIN. That happened in the early eighties, when the em-
ployer mandate became activated.

Chairman STARK. Okay. But I guess what I am saying is, prior
to that time—at that time—weren’t you a low-cost state then? I
mean

Dr. LEWIN. Well, we were a low-cost state for a number of rea-
sons. But it wasn’t because of genetic superiority, or everybody
surfing every day. I mean, Hawaii had provided primary care to ag-
ricultural workers already, for example, and had done more in
terms of building a safety net than a lot of states had done. And
I think that contributes.

I have produced a few articles in the past that show that getting
that access to primary care for everybody—something that most of
the world has already learned—reduces all sorts of later costs, be-
cause you get people diagnosed earlier and treated earlier for
things that end up, through an emergency room, being far more ex-
pensive and catastrophic.

And that is just, you know, a lesson that America hasn’t picked
up, but we certainly ought to soon.

Chairman STARK. Well, I think Ms. Riley touched on that idea,
which I thought was very interesting.

Jim, I am sorry.

Dr. MCDERMOTT. Mr. Chairman, thank you. Another thing I
was struck, listening to you, was you all want to keep the em-
ployer-based system in place, and fiddle with it around the edges,
whatever people are talking about.
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I remember a guy named Charlie Wilson once said, “As General
Motors goes, so goes the United States.” And General Motors, their
bonds today are junk bonds. And it is largely because of their
health care costs and their pension costs. And they are closing
plants all over the place, and they are looking for a way to be more
competitive. And they know they can’t compete with Toyota if they
keep that stuff in-house. They are trying to get rid of it, as is every
airline in this country.

And I think that I—it seems to me you’re hanging on to a sink-
ing ship. Now, I would like to hear your response to that, because
what do you see that seems to say—I heard Safeway, somebody
mentioned Safeway as doing a good thing. But what else do you see
that makes you think that the work, or the employer-based system,
is going to survive?

Dr. LEWIN. Well, I guess my point there, Sir, was that if we de-
stabilize the employer-based system without putting in place the
access to care solution with a mandate behind it, so that many of
those people who are currently covered by their employer end up
uninsured, we would really do our Nation a great disservice.

So, if we were to shift to an individual mandate approach, or an
individual coverage approach, and have a mandate in place, and
then allow a gradual attrition to a new system, that might work
quite well.

But I think that the concern I would have right now about mov-
ing too swiftly or sending a message to employers that you might
as well—you can let go of this huge burden is that we end up with
a lot of people who would not elect voluntarily to purchase their
own coverage, and we have many, many more people in the emer-
gency room and uninsured. So, I think we have got to be careful
about destabilizing.

On the other hand——

Dr. MCDERMOTT. What about

Dr. LEWIN [continuing]. Try to improve the employer coverage,
and put it on a level playingfield with individual coverage, so that
the individual could have portable benefits, could have all the same
advantages, and then let people have an option and maybe let even
some competition there exist in the market in the future.

Dr. MCDERMOTT. The chairman has talked on occasion about
maybe opening up Medicare to let people under the age of 65 buy
in, or have their employer buy in for them. Is that—would that be
a safety net enough to satisfy your concern?

Dr. LEWIN. It might be, as long as—you know, I believe if we
had an individual mandate in place across this country, and then
we wanted to look at, you know—an attrition from employer cov-
erage, then I think we would be fine.

But I think if we do a voluntary coverage, and then
disincentivize employers, that we’ll have a lot of people who—we
don’t want to create more uninsured people, or more people using
the emergency room as their medical home. So we need to develop
a change in the employer policy for those currently covered in a
careful way, so as not to cast a lot of people out as uninsured.

Mr. WEIL. Congressman, I don’t think there is great love and
confidence in the long-term future of an employment-based system.
It comes with some negative consequences.
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First of all, I think we would all agree with Dr. Lewin, that you
have to have something else. And right now, the “something elses”
don’t look very good. And even if the ship is sinking, there are a
whole lot of people on it. And it’s sinking slowly enough that if you
accelerate the rate of sinking the human consequences are quite
dire.

I do think that we also have a lot of differences around the roles
that employers pay. Some employers are major innovators in the
kind of motivation for integration, realigning incentives, invest-
ment and prevention, and some are—particularly smaller ones—
don’t have the resources, don’t have the tools to drive that kind of
innovation.

And, finally, employers are a source of pooling of risk—an imper-
fect one, by all tests. But again, if the alternative is moving out
with complete fragmentation of risk, I think there are serious con-
cerns there.

So, I think what you're hearing—at least I will speak for my-
self—is a lot of anxiety about the unraveling of the system, and
frankly, not a lot of faith in some very global hopeful optimistic—
and, in my view, unrealistic—assumptions about where people
would land if we did unravel that system. And those are all rea-
sons for caution, but not reasons, necessarily, to say, you know,
“This is the best thing we would think of, if we were starting from
a blank piece of paper.”

Ms. RILEY. And I think we haven’t had the policy discussion. We
haven’t made, as a country, the decision about what kind of health
care we're going to have. So it’s a tacit employer-based system. I
do think we need to worry about it.

We need to have the discussion about whether we want to go for-
ward with it and how, particularly given two factors. One is, in-
creasingly as employers are constrained by the cost increases, they
are shifting more on to employees, and we see a growing class of
under-insured, people who don’t really have coverage, but they're
paying for it.

Dr. MCDERMOTT. Right.

Ms. RILEY. And, as the workplace changes and there is more
part-time workers and more people not connected, or who move
through employment very much more rapidly than our generation
did, I think we do have to look very carefully and very quickly, be-
cause our assumptions that that employer base will stay the same
clearly isn’t correct.

Finally, though, I think the Kaiser Family Foundation and oth-
ers have done some polling that suggests that, like it or not, the
public is still committed to their employer-based system, and very
worried about what might replace it.

Dr. MCDERMOTT. Yes. If you—that is, I think, what I said ear-
lier, that while I don’t—if I am understanding the panel, there are
none of you who would say this is the end all and be all answer
to our problem, but until we have a system that we can afford that
the public will accept and the providers will participate in, we’d
better go cautiously about just tossing the employer-based system
overboard, and somehow see if we can move carefully there.

I wanted to ask one more question, and then Mr. Camp had an-
other question.
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In the past, in talking about universal coverage plans, and a plan
that we had some years back, we had talked about subsuming
Medicaid into Medicare—the idea that we've got two federal sys-
tems that often are different and disparate—and leave the states
with the long-term care question, because they get lobbied the most
heavily from oldsters like me. Little kids and poor people don’t
lobby very well. So every time there is a cut in state Medicaid, it
comes out of the hide of the indigent and children, and the nursing
homes do pretty well, thank you.

So, leave that portion with the states, and take the acute care
into one system, whether it’s Ms. Riley’s idea of a universal pri-
mary care system, or whether it’s some kind of Federal option, but
not to—is there—how would that work in Massachusetts, Dr.
Bigby?

Dr. BIGBY. Well, you know, the idea of merging Medicare and
Medicaid would allow us to address several problems that we
would love to address but, as many people on the panel have al-
ready pointed out, Medicare is a substantial player for a large per-
centage of the population. And without being able to formulate re-
forms within that system, it impedes our ability somewhat.

So, it would give us the ability to do larger experiments

Dr. MCDERMOTT. And do the—I mean, Medicare, without a
supplemental add-on, isn’t necessarily the most generous or com-
plete program. And it would seem to me that that would also be
something Medicaid would do.

But if we got the kind of one—and I'm not sure there are many
states where Medicaid pays more, or as much as Medicare, so I
don’t think I would get any fight from the docs and hospitals on
it, but I don’t know what it would do in the states.

Dr. BIGBY. It would allow us to align policies that we think
would influence further reforms that have—that are more than just
covering people and giving individuals access. It would allow us to
do some of the system’s redesign that have been talked about. It
would allow us to get rid of some of the fragmentation in the sys-
tem.
hSo, I think there are some potential positives that come out of
that.

Dr. MCDERMOTT. How would Maine

Ms. RILEY. Well, again, as the oldest state, Maine would be wor-
ried, because long-term care and people with disabilities are the
driving costs of the Medicaid program. So it

Dr. MCDERMOTT. No, I'm not saying that they wouldn’t con-
tinue to get that, I'm just saying that we get rid of the acute care
part of Medicaid, and let them continue—that would be their main-
tﬁnance of effort, and we continue to share the cost, Federally, with
them.

Ms. RILEY. I think, as long as there was sort of—usually, the
states think the opposite: we will keep the acute care, and give the
long-term care back to——

Dr. MCDERMOTT. Yes, I know that.

Ms. RILEY. But I think, for a state like ours that is innovating,
it would be a shame to lose it. On the other hand, I do think there
is great value, and you may not even have to take over the two pro-
grams, but just have the same standards, the same payment mech-
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anisms, the same requirements, as a start, because there is such
fragmentation in those two programs, and you could really drive ef-
ficiencies if there were just the same standards across the two pro-
grams.

Dr. MCDERMOTT. Would it help California?

Dr. LEWIN. I think I would be—I think it would be a good inno-
vation, and worthy—it would be a daunting challenge to get it en-
acted, but I think it would ultimately be a very smart move.

Chairman STARK. Mr. Camp?

Mr. CAMP. Well, thank you, Mr. Chairman. I sort of heard a
chorus of mandates this morning, but given that neither Senator
Obama or Senator McCain support mandates, I think they’re some-
what unlikely.

Is there any way, Mr. Haislmaier, that we could incentivize peo-
ple to purchase health care, any sort of structure that could be cre-
ated to do that?

Mr. HAISLMAIER. Well, yes. And I think what you do is you fol-
low, essentially, the prescription that they did in Massachusetts, in
designing their reforms, which is you find ways where you can
make it easier for people to get and keep coverage.

So, for example, the Connector in Massachusetts enables people
to go in there and get coverage in a single place. It enables an em-
ployer to say, “Look, I don’t have to go out and negotiate with Blue
Cross Blue Shield, or Fallon. I don’t have to try to come up with
a one-size-fits-all plan for my employees, and then the insurer
won’t give it to me unless I have 8 out of 10. I can just take my
people down there and say, 'Here is the menu, here is the money,
here is my agent, to help you walk through the menu and figure
out what’s best for you to spend the money.” You get the insurance
you want, and you take it with you from job to job.”

And if you simply include on that and say, well, you know, when
the employer does that, they pick, one of the plans as the default
start that everybody gets, and then they have a choice of something
else, you're going to cover 80, 90-plus percent of people getting it,
and you don’t have to necessarily require them to do it.

In the end, yes, you will have some residual questions, especially
if you bring in the individual market. And I think it’s a very simple
rule. I think the rules should be that if people buy and keep cov-
erage when they’re healthy, they should have, as part of the deal,
a right to change coverage without penalties at certain times—not
any time they want, but at certain times, like in open season—
when they’re older and sicker.

And so, what they did in Massachusetts is said, “Look, we're
going to make it easier to get, we're going to subsidize it for people
who need help subsidizing it, and we’re going to produce the incen-
tives to bring the costs down.”

Chairman STARK. Thank you. I thank the panel very much. We
are going to conclude the hearing. Before we do—well, we will con-
clude the hearing, and thank the panel.

I would like to announce to our guests that you can’t go out the
doors on that side of the room, there is a problem out here in the
hall. Or, if you go out that way, you have to take your shoes off,
and you can’t take any gels or liquids with you.

[Laughter.]
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Chairman STARK. We have to exit out into this hallway, if you
will. Thank you very much. Meeting is adjourned.

[Whereupon, at 12:13 p.m., the Subcommittee was adjourned.]

[Submissions for the Record follow:]
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AARP, Statement

On behalf of AARP’s nearly 40 million members, thank you for convening this
hearing regarding state health care reform initiatives. Ensuring that all Americans
have access to affordable, high quality health care is critically important to AARP
members and their families. AARP has been centrally involved in state health care
reform efforts through our offices in the 50 states, as well as in the District of Co-
lumbia and the territories. AARP has not only represented the health care coverage
issues facing the 50+ population, but has been an advocate for health care con-
sumers of all ages.

We have seen a great commitment in many states to provide affordable, high
quality health care. But while the states can be laboratories of experimentation,
they are often hampered by resource and legal constraints.

There are several lessons that can be learned from the successes and challenges
states have encountered to date in their health care reform efforts:

(1) Comprehensive state health care reform relies upon a stable, clearly defined
funding source;

(2) The employer role—and the applicability of federal standards under the Em-
ployee Retirement Income Security Act (ERISA)—is unclear, particularly as to how
ERISA applies to shared employer funding for health care; and

(3) Cost containment is a critical element and must be administered carefully.

Need for stable, clearly defined funding

Comprehensive state health care reform is unlikely without stable, clearly defined
funding. In most instances, without a stable federal funding source, state health re-
form efforts are jeopardized. For instance, Vermont’s request for an exception from
Medicaid rules for federal matching funding for subsidies to provide coverage for
those up to 300 percent of the Federal Poverty Level (FPL) for its Catamount health
care reform program was recently rejected, forcing a significant increase in pre-
miums that will push some individuals back into the ranks of the uninsured. This
federal action will also likely reduce take-up of Catamount Health, particularly at
a time when many families are already feeling growing economic pressure. And
Massachusetts, which successfully enacted comprehensive health care reform legis-
lation in 2006, is now negotiating to continue to use Medicaid funds for the popu-
lation at 200-300 percent of FPL that currently has subsidized premiums and out-
of-pocket costs. A final example is Louisiana, where lack of clear federal Medicaid
commitments was a major factor in the failure to enact health coverage legislation
in Louisiana post Hurricane Katrina.

Recent experience demonstrates that in order for state initiatives to guarantee
health security, federal funding sources are critical. Adoption of federal standards
such as matching funds up to at least 300 percent of the FPL, requiring full Med-
icaid coverage for all those with incomes up to 100 percent of the FPL, and requir-
ing uniform, minimum federal standards on coverage, cost and quality, would foster
state reforms with access to affordable, high quality health care. Improvements in
federal Medicaid financing policy could also address inconsistencies that arise from
the wide variation in health status, number of uninsured, poverty rates, and state
fiscal conditions found across the states.

Effective state health care reform efforts have relied upon federal assistance to
serve all needy populations. Current state health care systems are highly frag-
mented, typically with dozens of programs, each serving different populations with
different eligibility criteria and different benefits—all predicated on a hodgepodge
of Medicaid and SCHIP limitations and waivers. This fragmentation is a particular
issue for working families and older adults. We need to do much more to ensure
that older adults enter their Medicare years in good health. Reforms need to take
into account the premiums that target groups will face, otherwise older individuals
or people with health problems can be charged significantly higher premiums, and
many will still not be able to afford the coverage made available to them. In Massa-
chusetts, for example, some 62,000 individuals with incomes over 300 percent of the
FPL have been exempted from an individual mandate to purchase insurance be-
cause the premiums required are not affordable.

Lack of clarity about ERISA’s impact

Employer-sponsored coverage for current employees and retirees continues to
erode. While state insurance regulation can set standards for coverage for all health
insurance products, states generally view ERISA as a barrier to shared financial re-
sponsibility with the business sector. Employer mandates were enacted in Vermont
and Massachusetts, but they require a relatively small “contribution” from employ-
ers who do not provide coverage—$295 and $365 per employee per year, respec-
tively. Even these requirements may be susceptible to legal challenge under ERISA.
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Some states have enacted laws that encourage employers to provide coverage. For
example, Maryland and Iowa offer subsidies to small employers, and Massachusetts
provides employers access to lower cost insurance. But real health care reform will
likely require state and Federal Governments, individuals, health care providers, in-
surers, and employers to share financial responsibility. At present, the scope of
ERISA preemption on state health reform—as defined through the case law—is un-
clear, and the lack of clarity has contributed to inaction on state health care reform
efforts. Therefore, further examination of how ERISA impacts state reform efforts
is warranted.

Cost containment is critical

Stemming the tide of rising health care costs is a critical health care reform ele-
ment. Unless we are able to rein in health care spending, affordable coverage will
continue to elude millions of Americans. Cost pressure on employers and private in-
dividuals, as well as the pressure on public programs like Medicare and Medicaid,
will continue to erode health care coverage and affordability.

AARP believes that consumers share responsibility for living healthier lives. We
have supported state efforts to expand the use of preventive services and chronic
disease management, including efforts to implement and appropriately reimburse
care coordination. We have also supported programs that encourage and facilitate
consumer use of these services, such as Vermont’s Catamount and Blue Print for
Health programs. These programs provide access to preventive care and chronic
management services without consumer cost sharing and promote healthy behaviors
through programs in schools, public health agencies, and other community-based
sites, including the workplace. With the portion of the population with chronic dis-
eases growing, these initiatives hold promise for long-term health benefits and cost
containment in the public and private sector that will inure to the advantage of con-
sumers as well.

Similarly, AARP believes that payment needs to be reformed to better align deliv-
ery system financial incentives with desired health outcomes; evidence should be the
basis of clinical, consumer, and public sector decisions; and quality and safety
should be improved by reducing waste, medical errors, and disparities based on
socio-economic factors, race, and gender. These objectives could all be hastened, we
believe, by accelerating the pace of adoption of health information technology. We
support efforts to discourage over-utilization of medical services. Incentives need to
be designed so that they produce the proper response, and that do not establish bar-
riers to needed care or impose incentives that will have unintended consequences.
Ultimately, these changes should help prevent the continued shift of medical costs
to consumers and other payors.

Quality and price transparency is an effective tool in changing provider and pa-
tient behavior. Although information for consumer decision making is growing and
improving, we must have realistic expectations for its use. For example, “good” in-
formation is not ubiquitous and does not always apply to the level of analysis most
important to consumers; and the public still is not informed about where to find in-
formation on quality and cost even when it has been developed. Moreover, millions
of consumers have poor health literacy or inadequate decision skills and require
support to use information on quality and cost. Finally, designing information can
be a source of contention among stakeholders—health care providers are particu-
larly sensitive to publishing information on their performance. And collecting and
reporting information is costly. Massachusetts has been trying to develop consumer-
oriented cost and price reporting for over two years. lowa and Minnesota recently
enacted price and quality transparency legislation, but implementation has been
slow due to controversial debates as to appropriate measures of quality and calcula-
tion methodology for cost.

All stakeholders, including patients, purchasers, and providers, should collaborate
in identifying information that is published for consumer decision making. In addi-
tion, purchasers and providers should use evidence-based information for making
their own contracting and referral decisions. Quality and price transparency are just
two components of a multi-faceted approach to quality improvement and cost con-
tainment. Developing the evidence base to support the development of guidelines
and performance measures that can be used as the basis for payment reform, as
well as using health information technology to support better clinical and patient
decisions, are additional components of an agenda to reform our state and national
health care systems.

Conclusion

We commend the Subcommittee for holding this important hearing to focus more
attention on state efforts to tackle health reform. We hope that this hearing is just
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the beginning. AARP looks forward to working with you and your colleagues on both
sides of the aisle to enact measures that broaden health care reform in the nation
and the states.

Cleveland Jobs with Justice, Letter

Chairman Stark and Members of the Subcommittee on Health, Committee on Ways
and Means:

We would like to thank you for the opportunity to provide this written testimony
on behalf of the 59 member organizations of Cleveland Jobs with Justice. For over
16 years, we have been the unified voice of faith, labor and community organiza-
tions working together to promote workers’ rights and social justice throughout
Northeast Ohio.

We are providing this testimony today to voice our concerns with regard to the
faulty, inequitable and unjust health care system and offer our alternative solution
for comprehensive health care reform in the United States. The overwhelming sta-
tistic of over 47 million uninsured Americans clearly illustrates the efforts and en-
ergy needed to resolve the problem of the uninsured and/or underinsured extends
well beyond our local communities and state-wide efforts. We need reform on a na-
tional level. We need you, our elected representatives, to take initiative towards a
national single payer system, such as the one outlined in H.R. 676.

Cleveland Jobs with Justice believes access to health care should be viewed as a
basic human right eliminating all barriers, especially those encountered by low in-
come people and minorities.

Health care should be available to every American regardless of age, ethnicity,
marital status, income, employment status, residency, pre-existing conditions or any
other potential barrier currently thrown in the way of access. As long as our access
to health care continues to be dictated by the insurance companies’ bottom lines,
we can rest assured the decisions about a person’s wellbeing will continue to depend
solely upon increasing profits.

The scope and impact of our broken health care system expands well beyond the
sphere of citizens’ health and is bearing negative effects on our country’s already
increasingly vulnerable workforce. The high costs paid by American businesses to
provide health care to their employees is making it more and more difficult for
American companies to compete in a global marketplace. In 2006, employer health
insurance premiums increased by 7.7%—two times the rate of inflation. Employers
are reacting to these dramatically rising health care costs by shifting increases to
their employees, decreasing coverage, eliminating coverage all together or moving
their operations to other nations where health care is less expensive. Retirees’ bene-
fits are constantly threatened or taken away, leaving them with employment related
illnesses but no health insurance coverage. Many labor strikes are caused by an em-
ployer’s attempt to reduce or eliminate health care benefits. Labor contract negotia-
tions are often stalled over health care benefits. All of this is sending a clear and
loud message that our health care system is in crisis and immediate, substantial
reform is needed.

In addressing the faults and consequences of our health care system, Cleve-
land Jobs with Justice researched our current system and a variety of
proposed reform models, finding faults in nearly all plans:

e Our current health insurance approach to coverage makes health care a com-
modity, not a right. HMOs and health insurance companies have a fiduciary
duty to their stockholders to provide them with the highest profits possible.
This means maximizing income while limiting expenditures. Of course, this is
a significant conflict of interest with the fiduciary duties of health care pro-
viders to their patients, as well as in conflict with the patient’s self-interest.
Any new system must resolve this conflict and bring integrity to a process that
frequently violates the Hippocratic Oath of “Do no harm.”

e Plans that propose an expansion of programs such as Medicaid as a cornerstone
for providing coverage to “all” are not acceptable. We liken them to building a
structure on a sand dune. You know the sands are going to shift every budget
cycle, depending upon how the political winds are blowing. Eventually that
structure will collapse. What may be fully funded one budget cycle may be gut-
ted the next. We certainly do not want to have to fight every budget for needed
health care dollars. Just consider the recent battle over SCHIP. We should not
have to rely upon a faulty funding structure for a reliable health care system.
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e Personal mandates will result in people being moved from the list of “unin-
sured” to that of the “underinsured”. Please remember, there is a significant dif-
ference between having “health insurance” and having access to “health care”.
Many people, even with “subsidies” are still only going to be able to purchase
a bare bones insurance policy or may not be able to afford one at all. This re-
sults in a faulty system where people will still fall through the cracks. This pre-
dicament is best exemplified by the situation in Massachusetts where many
people unable to afford the requirement under the State’s personal mandate
have been exempted from coverage. This entirely defeats the purpose of a per-
sonal mandate system as a strategy to expand affordable, accessible health care
or in other words, universal health care.

Our exploration into proposed plans led us to the conclusion that the solu-
tion to health care in America is a truly universal plan, a single payer
system.

The only real answer to providing health care to every American is a single payer
model, as outlined in the U.S. National Health Insurance Act, H.R. 676, introduced
by Congressman John Conyers. Not only is this act fiscally responsible, it guaran-
tees access to health care to each and every American. By removing for-profit insur-
ance companies, we eliminate:

e Excessive administrative costs

e Widespread underinsurance and bankruptcy
o Interference in physician decision making

e Lack of coordination, budgeting and planning
o Excessive complexity

e Regressive financing

e Continuously rising costs

We are not alone in supporting a single payer health care delivery system. H.R.
676 has been endorsed by 447 union organizations in 48 states including 110 Cen-
tral Labor Councils and Area Labor Federations and 36 State AFL-CIO’s. This list
of union endorsers is continuously expanding. It is with great confidence that we
hope you consider the support of the millions of members represented by these labor
organizations far more substantial than the billions of dollars spent by health insur-
ance lobbyists and pharmaceutical companies to deny Americans of their health and
well being.

In closing, we ask you Chairman Stark and members of the committee, to act in
the best interest of all Americans, not insurance companies, and support the only
true solution to the problem of health care in America, the U.S. National Health
Insurance Act, H.R. 676.

James Donbavand, Letter
Dear Chairman Stark,

I have been actively engaged in the field of healthcare finance for nearly 30 years
in the area of acute care hospital financial management. As such, I have been re-
sporllsible for rate setting, reimbursement, budgeting, cost accounting and program
analysis.

I note there appear to be only physicians on your panel. I would suggest half your
panel be comprised of nurses or hospital CEOs. They are more familiar with what
the real issues are. Most non-routine patient care is delivered in hospitals. Physi-
cian offices are able to decline new patients based on their insurance or lack thereof.
Hospitals aren’t. Most that are not for profit would not.

It is my opinion that the issue you describe as a healthcare coverage instability’,
commonly referred to as “access”, is one of financing. As you know from having been
active in healthcare reform for decades, a hospital may not refuse, modify or curtail
services to a patient based on ability to pay. There are laws governing the transfer
process as well. Therefore, if that were the definition of access’ I would suggest
there is no problem.

In actuality, as you know, patients without insurance often have no physician.
They use the county hospital or local ER as their primary care giver. Some say this
drives up cost. I disagree. Efficiencies have been in place for years to deal with the
variability of acuity in ERs. Again, patients are not turned away—so access is there,
depending on your definition of the term.
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Your issue, I believe, is that there are higher levels of care which you and I have
access to that the uninsured and under-insured do not. CMS initiatives regarding
quality which are being extended to reduce reimbursement will reduce this dis-
parity. However, differences in quality of healthcare are similar to the differences
that exist in education, for example choices between Harvard and the local Junior
College, or between a good’ high school with a higher tax base and one in an eco-
nomically deprived area. Similar differences exist in the availability of legal rep-
resentation in the criminal justice system.

Your intent, I believe, is to suggest that the overall quality of our country’s
healthcare system would be improved (because you are investigating its “insta-
bility”), if your committee can lay a foundation for socializing healthcare. I caution
you to look to the models’ held up in the past when this has been proposed. Can-
ada’s healthcare access is far inferior to ours. So is Great Britain’s.

As people of my generation approach the time in their lives where healthcare is
a priority, I think you will find that we will not as quickly agree that more govern-
ment will solve the few problems caused by inadequate funding, and over-regula-
tion. The introduction of PPS did not solve hospitals’ problems, it only reduced their
funding. Nor did the government’s enabling the insurance industry to introduce
Managed Care payment reduction systems. Neither did the creation of CMS. Nor
did the more recent doubling of DRGs from 500 to 1000 by CMS with different
weights for Medicare and Medicaid.

Access for all patients to the highest quality of care is a direct consequence of in-
adequate funding. Since it is not possible to fund the highest quality of care for all,
the only solution is to lower the quality of care for those who have insurance. Social-
ization, of course is a dead end from which there is no return. I ask that you not
destroy our healthcare industry by taking over complete control of it.

Thank you for the opportunity to share my opinions with you.

Sincerely,
James Joseph Donbavand
6326 Diego Ln.
San Antonio, Texas 78253

Jill Levine and Ray DiCarlo, Letter

Dear Chairman Pete Stark and Members of the House Ways and Means Health
Subcommittee:

As Congress prepares to embark on national health care reform, we commend you
for holding a hearing on the instability of health coverage in America. Thank you
for allowing individuals and organizations, who were not invited to give oral testi-
mony, the ability to submit a written statement for consideration by the Committee.
This is the written testimony of Jill Levine and Ray DiCarlo, Ohio organizers for
Healthcare-NOW, a national grassroots organization campaigning for privately de-
livered and publicly funded national affordable health care for all. Healthcare-Now
is active in almost every state in more than 300 cities across the nation. As founding
members of the Ohio Chapter of the Physicians For a National Health Program
(PNHP), we have committed our time and resources to advocate for a comprehensive
national health insurance program. PNHP is a non-profit research and education or-
ganization of 15,000 physicians, medical students and health professionals who sup-
port single-payer national health insurance. We hope the Committee will consider
our testimony for inclusion in the printed record of the hearing.

In 1945, President Harry S. Truman was the first U.S. president to propose a pre-
paid health insurance plan for all Americans through the Social Security system.
Over the following years, lawmakers narrowed the scope for health insurance recipi-
ents to the elderly and the poor. Twenty years later, in 1965, Lyndon B. Johnson
signed H.R. 6675, (The Social Security Act of 1965), the Medicare and Medicaid Bill,
(Title XVIII and Title XIX of the Social Security Act), providing comprehensive na-
tional health insurance for all Americans age 65 and over and certain low income
persons.

Two Social Security Amendments were enacted in 1972 which expanded Medicare
to provide national health insurance to two additional high risk groups—certain dis-
abled persons and persons suffering from end-stage renal disease. Since 1972, little
has been done nationally to assist the millions of uninsured middle class Americans.
Absent of a national health insurance program for all Americans, states began tak-
ing the lead and designing their own state health reform initiatives. Massachusetts
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(1988), Oregon (1989), Minnesota (1992), Vermont (1992), Washington State (1993),
Hawaii (1994), Tennessee (1994), and Maine (2003) have each passed a state initia-
tive, with different ideological plans and funding mechanisms, but all have ended
in failure. Lessons learned from these state health reform initiatives:

e One state’s regulatory power cannot force national insurers to offer a com-
prehensive benefit package, accept all residents for a large purchasing pool, and
offer these packages at affordable prices.

e Program funding must be consistent and reliable during economic downturns.
Since state government is constitutionally barred from running budget deficits,
during an economic downturn, increased funding will be needed for the growing
ranks of the uninsured and the subsidized poor. This is the very time there
would likely be decreased tax revenue to fund the program.

e Poor states, with a high number of uninsured and low median household in-
comes, will never be able to pass the state tax increases needed to cover the
uninsured and fund the massive subsidies needed for the poor to purchase their
insurance.

e Health insurance costs cannot continue to increase at 2-3 times the rate of in-
flation and workers wages for sustained program survival. Program costs need
to be reduced and controlled, rather than reducing patient benefits or increasing
co-pays and deductibles.

e Once a state program is up and running, health care benefits entice individuals
with expensive or chronic medical conditions to become residents of that state,
leading to more applicants and higher costs than anticipated.

On their own, few if any states are economically, structurally, and statutorily ca-
pable of sustaining a comprehensive affordable health insurance program for all
their residents.

Today, 47 million Americans, 16% of all U.S. citizens find themselves uninsured.
Nationally, it has been estimated that 22,000 Americans died in 2006 because they
were uninsured. @ Is national health insurance a right for all Americans over 65
yrs of age, but not for all others? Is one American life more valuable than another?
Some Americans have paid the ultimate price—their deaths have been attributed
to a lack of health insurance, @ while millions more are suffering daily. Almost 100
million Americans, 47 million uninsured plus an estimated 50 million underinsured,
are now postponing needed care when sick, not getting recommended preventive
health screenings, using emergency rooms for primary care, and/or amassing high
medical debt.

In today’s economy, America’s health care cost trends cannot be fiscally sustained.
Health insurance premiums are now rising at twice the rate of wages and inflation.
® Health insurance rates have increased 73% since 2000@® forcing employers to
shift more of their health insurance costs onto their employees and to cut or elimi-
nate benefits. The average premium for family health insurance today is $12,106/
year.®® The average American family is less able to afford basic comprehensive in-
surance to cover all medically necessary care, so they buy what they can afford at
the time. Families with health insurance are now finding that the premiums,
deductibles, and co-pays, leave them unable to pay for their share of any medical
bills incurred. With almost half of all bankruptcies now caused by medical bills, mil-
lions of families are just one major illness away from declaring bankruptcy. Three-
fourths of those bankrupt had health insurance at the time they got sick or injured.
These health care trends need to be stopped. Now is the time for an efficient na-
tional health insurance program that is affordable for all Americans.

The U.S. National Health Insurance Act, H.R. 676, has already been introduced
in the U.S. House of Representatives and currently has 91 co-sponsors. This single-
payer national health insurance model puts the health of American citizens before
the profits of the insurance companies. Studies by the U.S. General Accounting Of-
fice and many others have shown that this reform model will save at least 10% of
all health care spending from administrative cost savings. Medicare spends 4 cents
per health care dollar on administration while the private sector insurance compa-
nies spend 20-30 cents per dollar. Additional cost savings from eliminating the prof-
it and overhead of the private health insurance industry, negotiating fair and rea-
sonable drug prices through bulk purchasing of prescription drugs and putting all
Americans in one large risk pool will be realized. These savings will combine to save
Americans over 400 billion dollars annually which is more than enough to cover all
of our nation’s 47 million uninsured and the estimated 50 million underinsured
without any increase in health care spending. The single-payer reform model is also
the best model to control ever increasing health insurance costs.

H.R. 676 has considerable state, city, and county support. It was recently en-
dorsed by the U.S. Conference of Mayors, representing over 1,000 cities with popu-
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lations over 30,000. It has been endorsed by the Kentucky and New Hampshire
House of Representatives, the New York State Assembly, and by dozens of cities and
counties from Baltimore to San Francisco and from Warren County Tennessee to the
majority Republican Renssalaer County Legislature in New York.

Public support is firmly behind a guaranteed national health insurance program
for all. According to the latest nationwide survey, 65% of all Americans believe that:
“The United States should adopt a universal health insurance program in which ev-
erybody is covered under a program like Medicare that is run by the government
and financed by taxpayers.”® Physician support is strong too. According to the lat-
est survey published in the Annals of Internal Medicine, 59% of all physicians now
“support government legislation to establish national health insurance.” ™ The
American College of Physicians, deans of major medical schools, former editors of
the New England Journal of Medicine, and former surgeon generals are all sup-
porting a single-payer national health insurance reform model. Union support for
an “Expanded and Improved Medicare for All Program like H.R. 676, The U.S. Na-
tional Health Insurance Act” is widespread. H.R. 676 has been endorsed by 447
union organizations in 49 states including 110 Central Labor Councils and Area
Labor Federations and 36 state AFL-CIO’s (KY, PA, CT, OH, DE, ND, WA, SC, WY,
VT, FL, WI, WV, SD, NC, MO, MN, ME, AR, MD-DC, TX, IA, AZ, TN, OR, GA,
OK, KS, CO, IN, AL, CA, AK, MI, MT and NE). International union endorsements
include the SEIU, UAW, NEA, ILWU, NALC, IAM, Plumbers & Pipefitters (UA),
Musicians (AFM), UE, CNA/NNOC, SMWIA, IFPTE and OPEIU. The General As-
sembly of the Presbyterian Church USA, the General Assembly of the Unitarian
Universalists, the United Church of Christ, and the United Methodist Global Board
of Church and Society have all endorsed H.R. 676.

Thank-you Mr. Chairman and members of the Committee, for providing us this
opportunity to focus your attention on the need for a national solution to America’s
health care problems.

Jill Levine and Ray DiCarlo, Co-Chairs

Healthcare Now Committee

Patriots for Change

Physicians For a National Health Program—Ohio Chapter
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1. Urban Institute, January 2008

2. “Care Without Coverage”, Institute of Medicine, 2002

3. KFF/HRET Survey of Employer-Sponsored Health Benefits, 1999-2007;
KPMG Survey of Employer-Sponsored Health Benefits, 1993, 1996; HIAA,
1988, 1989, 1990; Bureau of Labor Statistics, Consumer Price Index (U.S.
City Average of Annual Inflation, 1988-2007; Bureau of Labor Statistics,
Seasonally Adjusted Data from the Current Employment Statistics Sur-
vey, 1988-2007. Note: Data on premium increases reflect cost of pre-
miums for family of four.

. Kaiser Family Foundation. (2005). Trends and indicators in the chang-
ing health care marketplace. Menlo Park, CA: Kaiser Family Foundation.
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The Milliman Medical Index, Letter
Chairman Stark, Ranking Member Camp, and Members of the Subcommittee:

Thank you for the opportunity for us to submit for the hearing record the 2008
Milliman Medical Index (MMI). We commend the House Ways and Means Commit-
tee’s Subcommittee on Health for holding this important hearing on state initiatives
as Congress considers key healthcare reform issues.

Milliman, whose corporate offices are in Seattle, provides actuarial and consulting
services in the areas of employee benefits, healthcare, life/financial services, and
property and casualty insurance to the full spectrum of business, financial, govern-
ment, and union organizations. Founded in 1947 as Milliman & Robertson, the com-
pany has 48 offices in principal cities in the United States and worldwide.

Our extensive knowledge of and experience in the healthcare arena may be help-
ful in your deliberations. This MMI submission presents our findings of healthcare
costs and examines the drivers of those costs. The MMI has, for a number of years,
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analyzed healthcare costs for the “typical American family of four” covered by an
employer-sponsored preferred provider organization (PPO) plan. Our most recent
MMI found that, while the average cost nationwide for this family is $15,609 in
2008, costs vary widely by geographic area: Atlanta ($14,845), Boston ($16,278), Chi-
cago ($18,001), Dallas ($15,326), Denver ($15,289), Los Angeles ($15,861), Miami
($18,780), Memphis ($16,853), Minneapolis ($15,909), New York ($18,424), Philadel-
phia ($16,324), Phoenix ($13,868), Seattle ($14,340), and Washington, DC ($16,491).
We applaud the serious efforts of the Subcommittee to explore the nation’s
healthcare system and thank you for considering this submission. Please contact me
if gou have questions or would like any assistance our healthcare experts can pro-
vide.
Sincerely,

Lorraine W. Mayne, FSA, MAAA

Principal and Consulting Actuary

Milliman

Executive summary

Milliman’s fourth annual study of average medical spending for a typical Amer-
ican family of four looks at key components of actual medical spending and tracks
the changes over time. In addition to analyzing changes in national average health
costs, the Milliman Medical Index (MMI) this year presents health-cost data for 14
major U.S. metropolitan areas.

The 2008 MMT’s key findings include:

e The total medical cost in 2008 for a typical American family of four is $15,609
(compared with $14,500 in 2007).

e The average annual medical cost of the family increased by 7.6% from 2007 to
2008. While the $1,109 increase is a big expense, the rate of increase was down
for the second straight year and is the lowest rate of increase in the past five
years.

e There is a wide variation in costs across the country. Among the 14 metropoli-
flanhareas studied, healthcare costs varied by more than 35% from lowest to

ighest.

e While the overall rate of cost increase was down this year, the rate of prescrip-
tion-drug cost increase was up for the first time since 2006.

e For the employee’s share of spending on healthcare services, 2008 marks the
second consecutive year of double-digit increase.
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Medical costs for 2008

The 2008 Milliman Medical Index (MMI) measures average medical spending for
a typical American family of four covered by an employer-sponsored preferred pro-
vider organization (PPO) program.! The MMI also examines key components of
medical spending and the changes in these components over time.

The MMI estimates the total annual medical costs in 2008 for a typical American
family of four at $15,609, up from $14,500 in 2007. This is an increase of 7.6% over
the 2007 MMI. The 2007 rate of increase was 8.4%.

Overall cost trends have declined over the last five years, from around 10% to the
current 7.6%. Some of the forces leading to the recent modest downturn in trend
are the result of temporary slowdowns in cost increases that may be offset by higher
increases in other cost areas, some of which are discussed in greater detail through-
out this report.

1The Milliman Medical Index is based on analysis of claims for millions of members in a wide
variety of areas of the country. It takes into account estimated U.S. average provider payment
rates and Milliman’s analysis of historical claim data and understanding of trends in provider
contracting. Utilization of medical services for a particular family varies significantly based on
the family’s ages, geographic area, health status, and random fluctuations due to unpredictable
events.
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Drivers of cost increases include:
e Increases in wages and cost of materials

e Improved technology and new drugs
e Economic incentives for healthcare providers
e Consumer demand
e Demographics
e Benefit mandates and regulations
o Cost shifting
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Geographic variation in health costs

Figure 3 shows healthcare costs for 14 major U.S. metropolitan areas. The costs
vary by more than 35% from high to low. Cities in western, southern, and mountain
states generally have lower costs than those in central and eastern states. The vari-
ations from city to city result from a complex array of regional factors, including
medical-service treatment patterns, utilization of healthcare services, and costs per
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service. The geographic indices were developed on a consistent basis using standard
actuarial principles.
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Medical cost categories
The MMI categorizes medical costs into the following major groupings:

Outpatient facility services

Physician services

Prescription drugs

Other services including ambulance, durable medical equipment, private-duty
nursing, and home health

Figure 4 shows the distribution of the $15,609 total medical costs paid for by and
on behalf of the typical American family of four. It includes both the portion of the
costs paid by an employer’s benefit plan and the portion paid by the family in the
form of out-of-pocket cost sharing. Inpatient hospital and outpatient facility services
combined represent 46% of the total annual medical costs, physician services rep-
resent 35%, prescription drugs 15%, and other miscellaneous services represent 4%.
This distribution of costs reflects a modest shift in 2008 toward more pharmacy
spending and less relative physician spending.

For the first time in three years, pharmacy cost trends exceeded other categories
of service (see discussion on page 8). Physician costs once again increased at the
lowest rate.

At 7.1%, the estimated inpatient hospital trend decreased relative to the overall
national trend, while the outpatient facility trend dropped from 9.8% to 9.4%. The
physician trend declined from 6.8% to 6.2% and is still the lowest cost increase of
the major components. After two years of decreases, pharmacy trend increased by
double digits at 10.6%. The increase in other services was similar to the overall in-
crease.
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MMI ANNUAL RATE OF INCREASE IN COSTS BY COMPONENT OF MEDICAL CARE
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Hospital services and physician services contributed $530 and $315, respectively,
to the $1,109 total increase in total annual medical costs between 2007 and 2008.
Pharmacy’s contribution was $221. Notably, the dollar increase for hospital and
physician care is lower than the prior year’s increase.
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FIGURE 6

MMI ANNUAL SPENDING GROWTH BY COMPONENT OF CARE
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Variation in costs

Although the cost for a typical family of four is $15,609, any particular family
could have significantly different costs. Variables that have a significant impact on
average costs include:

e Age and gender. There is wide variation in costs by age, with older people
generally having higher costs per person than younger people. For example, a
male aged 60-64 has healthcare expenditures approximately five to six times
as high as a male aged 25-29.2 Variation also exists by gender. For example,
partly due to maternity costs, a female aged 25-29 typically has healthcare
costs approximately two and a half times as high as a male aged 25-29.

e Individual health status. Beyond cost variation due to age and gender dif-
ferences, tremendous variation also results from health status differences. Peo-
ple with chronic conditions such as diabetes, asthma, and heart disease are like-
ly to have much higher average healthcare costs than people without these con-
ditions. In a typical population of people covered by an employer-group medical
plan, approximately 7% will have no healthcare insurance claims during a given
year, while approximately 22% of people will have claims that are at least ten
times the cost of the average person.

e Geographic area. Significant variation exists in healthcare costs by geo-
graphic area, due to differences in healthcare provider practice patterns and av-
erage costs for the same services. Practice pattern differences result in patients
with the same (or very similar) conditions being treated differently by different
providers.

e Provider variation. The cost of healthcare depends on the providers used. In
a recent study Milliman prepared for the Pacific Business Group on Health
(PBGH), we found that California hospital costs varied widely because of dif-
ferences in both billed charge levels and discounts that payers had negotiated.3

e Insurance coverage. The presence of insurance coverage and the “richness”
of that coverage also affect healthcare spending. The cost- and utilization-reduc-
ing implications of leaner coverage are documented in Milliman’s Consumer-

2Milliman 2008 Health Cost Guidelines Commercial Rating Structures
3 Full report is available at: http://www.pbgh.org/documents/
Milliman_ OSHPD_Report FINAL 20071017.pdf
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driven Impact Study,* published earlier this year. The results of this study
show that, after adjusting for different risk factors and the reduced utilization
that is inherent in consumer-driven health plans (CDHPs), these plans produce
savings of 4.8%. When people are responsible for more of the cost, they tend
to engage the healthcare system less often, which minimizes unnecessary utili-
zation.

Pharmacy trends

Although last year’s MMI showed a drop in pharmacy cost trend for the second
year in a row, the 2008 study identified an increasing cost trend that is expected
to continue for the next few years. The declining trend of 2006 and 2007 was the
result of increased adoption of generic drugs; that adoption rate has now slowed.
Very few high-volume drugs will see their patents expire this year or for the next
several years. Lipitor® is the next high-volume drug scheduled to clear patent, in
2010. Even though a drug’s patent is scheduled to expire on a certain date, the ge-
neric version is not necessarily imminent. The recent delay in bringing to market
a generic version of Nexium® (pushed back to 2014) provides a recent example.

While the cost trend is unlikely to decline in the next several years because of
the dwindling introduction of generic drugs, individual employee benefit plans that
provide incentives to shift from brand-name to generics can still favorably influence
the nonspecialty drug trend. The nonspecialty drug trend may also be affected if
some manufacturers increase certain drug prices in anticipation of expiring patent
protections.

The increased use of coinsurance may help reduce pharmaceutical cost trend
while value-based insurance design (VBID) strategies may increase pharmaceutical
cost trend.

Specialty drug trend is projected at 17.6%5 for 2008, continuing to increase its
contribution to the total drug trend. Factors affecting the increase in specialty drug
trend include:

e An increase in the number of specialty drugs coming to market, as well as new
indications for existing drugs, particularly for rheumatoid arthritis, multiple
sclerosis, and cancer.

e An increase in utilization and unit cost for many specialty products (e.g., in-
creased utilization of anticoagulants and drugs indicated for rheumatoid arthri-
tis, and increased unit cost for multiple sclerosis and cancer drugs).

o A shift of specialty pharmacy products from the medical-benefit category to the
prescription-drug-benefit component.

e The shift in specialty pharmacy from the medical benefit to the prescription-
drug benefit should result in a corresponding reduction in medical costs.

As in past years, consumers are bearing a larger share of the total cost of phar-
macy services, especially proportionate to other components of care. However, con-
sumers can often reduce their copays by requesting generic or formulary drugs. As
many insurers move to coinsurance, patients may start to ask more questions about
drug costs, and by so doing, the pharmaceutical dynamic could change.

4 Milliman Consumer-driven Impact Study, April 2007, by Jack Burke and Rob Pipich. Full
report is available at http://www.milliman.com/expertise/healthcare/publications/rr/consumer-
driven-impact-study-RR04-01-08.php
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FIGURE 7

MMI CONSUMER SHARE OF MEDICAL COSTS

FLHCENT FAK N DOST Sa0=inG

TOTAL It Dhugsationn] i e Pogrrgny i

COMPONENT OF wil iGal, CaRE

Wocs Boon W ooe W 2o e

Cost sharing

As was the case last year, healthcare costs have continued to shift from employers
to employees. Previously, when trends were high, employers would absorb the ma-
jority of the cost increases to mitigate the effect on employees. But as trends have
moderated in recent years, our data shows employers allowing the full trend in-
crease, plus some of the past shortfall, to be passed on to employees.

While the dollar amounts paid by families for cost sharing have increased from
2003 to 2006, the rate of growth in out-of-pocket cost sharing has been slightly
lower than overall trends during that time. In 2007 we saw a reversal to this move-
ment, and in similar fashion our data for 2008 indicates average out-of-pocket cost
sharing increasing at a higher pace than overall costs (10.5% vs. 7.6%).

Figure 9 shows that of the $15,609 total medical cost for a family of four under
a PPO, the employer pays about $9,442 (60%), and the employee pays about $6,167
(40%). Just over half of the employee’s share, or $3,492, is paid through payroll de-
ductions, while $2,675 is paid in cost sharing at time of service.

In addition to increased cost sharing, employees are bearing a greater portion of
the monthly premiums paid through payroll deductions compared with 2007. Unlike
time-of-service cost sharing, employee contributions have a broad impact: they affect
all participants, not just those who visit a healthcare provider. Based on Milliman’s
national survey of more than 4,000 employee benefit plans, as well as data from the
Kaiser Family Foundation, we estimate employees’ portion of the premiums in-
creased 10.1% in 2008 over 2007. Although the employee contribution only rep-
resents, on average, about one-quarter (27.0%) of the total premium, the increase
consumes a significant portion of wages for some employees.
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FIGURE 8
MMI CONSUMER SPEMDING OM HEALTHCARE
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FIGURE 9
MEDICAL COST BY SOURCE OF PAYMENT
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Cost trends in employee contributions lag behind the broader medical cost trend
by 12 to 18 months. Thus, much of the 2008 increase for employee contributions is
related to the higher past increases. The delay can be traced and attributed to a
typical benefit-planning cycle. Employers set employee contributions only once each
year, often months before the start of the plan year. Medical costs may sometimes
increase at a higher rate than employers had initially forecast—and to more than
overall compensation increase targets. In light of this, employers sometimes struggle
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to distribute the increase between the employer’s portion, employee cost sharing
(copays, deductibles, etc.), and employee contributions (payroll deductions) while
maintaining competitive plans to attract and retain employees.

Since 2004, the employer’s share of costs increased at an average rate of 8.8%
while the average rate of employee’s total costs increased 8.5%.

Other healthcare trends

Employers continue to tweak plan designs and funding options to address the de-
sire of participants for low-cost, high-value plans. In particular, CDHPs continue to
grow in popularity, although the prevalence varies by region and size of employer.
Generally, the largest employers and small employers have been the early adopters.
E}S]g% 1}’\/Ii)lliman’s Consumer-driven Impact Study for a comprehensive analysis of

S.

The adoption of population health-management approaches, particularly wellness
and health promotion programs, has become mainstream, yet medical cost savings
outcomes have been inconclusive. Employers report positive outcomes for other
metrics such as worker productivity, absenteeism, morale, and retention. The pur-
chase of disease management services by employers recently leveled off with the
continued lack of convincing evidence of medical cost savings.

Value-based insurance design (VBID) for pharmaceuticals is a relatively new
trend that is intended to increase prescription-drug compliance for the chronically
ill by reducing or eliminating copays for maintenance drugs. Medical cost savings
is inconclusive at this early stage. In the short term, employer spending will in-
crease as copays are reduced for those already compliant and drug utilization in-
creases for those not compliant.

Technical appendix—Milliman Medical Index

The Milliman Medical Index (MMI) is a byproduct of Milliman’s ongoing research
in healthcare costs. The MMI is derived from Milliman’s flagship health-cost re-
search tool, the Health Cost Guidelines®, as well as a variety of other Milliman and
industry data sources, including the Group Health Insurance Survey®, the Milliman
Mid-Market Survey, and the Consumer-driven Impact Study.

The MMI represents the projected total cost of medical care for a hypothetical
American family of four (two adults and two children) covered under an employer-
sponsored PPO health benefit program, and reflects the following:

. Na‘(c)ionwide average provider-fee levels negotiated by insurance companies and
PPOs.

e Average PPO benefit levels offered under employer-sponsored health benefit
programs. For 2008, average benefits are assumed to have an in-network de-
ductible of $366, various copays (e.g., $65 for emergency room visits, $19 for
physician office visits, $11/25%/30% for generic/formulary brand/non-formulary
brand drugs), and coinsurance of 16% for non-copay services.

e Utilization levels representative of the average for the commercially insured
(non-Medicare, non-Medicaid) U.S. population.

About the Milliman Medical Index (MMI)

The MMI includes the cost of services paid under an employer health-benefit pro-
gram, as well as costs paid by employees in the form of deductibles, coinsurance,
and copays. The MMI represents the total cost of payments to healthcare providers,
the most significant component of health insurance program costs; it excludes the
nonmedical administrative component of health plan premiums. The MMI includes
detail by provider type (e.g., hospitals, physicians, and pharmacies) for utilization,
negotiated charges, and per capita costs, as well as how much of these costs are ab-
sorbed by employees in the form of cost sharing.

The 2008 report marks the fourth year of the MMI, although we report on data
from the last five years. For historical context, we have used the MMI methodology
and prior research data to calculate MMI values for 2004.

The MMI incorporates proprietary Milliman studies to determine representative
provider-reimbursement levels over time, as well as other reliable sources, including
the Kaiser Family Foundation/Health Research and Educational Trust 2007 Annual
Employer Health Benefit Survey (Kaiser/HRET), to assess changes in health-plan
benefit level by year.

About the Health Cost Guidelines®

Launched more than 50 years ago, the Health Cost Guidelines® are an industry
standard, now used by more than 90 leading insurers to estimate expected health
insurance claim costs. The seven-volume publication includes utilization rates for
specific services and variations in costs in different parts of the country—critical
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data used by traditional health carriers and managed-care organizations for product
pricing. In addition, the Guidelines® provide utilization benchmarks for managed-
care arrangements. The Guidelines are updated annually from core data sources,
which contain the complete annual health services of more than 15 million lives as
well as various specialized proprietary databases.

About the Group Health Insurance Survey®

The Group Health Insurance Survey® (formerly, HMO Intercompany Rate Sur-
vey®), launched in 1992, provides the industry’s only survey measuring rate levels,
trends, and experience for a uniform population, and benefit design for HMO and
PPO plans from across the nation. Survey results are provided by metropolitan sta-
tistical area, state, region, and nationwide. The survey is used by managed-care or-
ganizations nationwide to compare their premiums, trends, and experience with
those of their competitors. Published results include premiums, rate trends, antici-
pated future-year premium-rate change, inpatient utilization levels, physician reim-
bursement levels, medical expense ratios, and information on other current industry
topics.

About the Consumer-driven Impact Study

The Consumer-driven Impact (CDI) Study, released by Milliman earlier this year,
provides the first independent risk-adjusted analysis of CDHP savings. Developed
in partnership with the National Business Group on Health, the CDI Study shows
that CDHPs are creating savings of 4.8% for employers. After adjusting for induced
utilization typically found in high-deductible plans, the savings amount to 1.5%. The
more significant savings should not be dismissed, however, because induced utiliza-
tion is a key component of the savings strategy inherent to CDHPs. These results
reinforce the need for better consumer information. Actual savings are likely to in-
crease when people have the consumer research resources they need to truly com-
pare and shop for healthcare based on quality and cost.
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